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With the acquisition of Sprint Publishing and Advertising,
we've reinstated our company as a leading
directories publisher and created new opportunities

{o serve our customers and investors.




R.H. Donnelley Corporation

Financial Highlights

($ millions, except per share data) 2002 2001 2000 CAGR
Reported operating income $ 146.0 $ 1115 $147.4
Adjusted operating income ' $ 141.6 $ 1415 $ 1316 3.7%
Reported net income $ 425 $ 49.8 $ 124.8
Adjusted net income 2 $ 73.4 $ 73.1 $ 622 8.6%
Reported earnings per diluted share $ 1.40 $ 1.61 $ 3.83
Adjusted earnings per diiuted share * $ 242 $ 2386 $ 1.91 12.6%

! Adjusted 2002 operating income excludes a $6.4 million reversal of last year's $18.6 million restructuring charge and a $2.0 million investment

write-off. Adjusted 2001 operating income excludes the $18.6 million restructuring charge and an investment impairment charge of $11.4 million.

Adjusted 2000 operating income excludes a one-time income benefit of $15.8 million relating to the restructuring of the Cendon relationship.
2 |n addition to the items noted in (1) above, adjusted net income and earnings per share in 2002 exclude preferred dividends, interest related

to acquisition financing, unrealized losses on interest swaps and the release of certain non-operating reserves. Adjusted net income and
earnings per share in 2001 exclude the items noted in (1) above. Adjusted net income and earnings per share in 2000 exclude the items noted
n (1) above and a net gain of $53.5 million after tax for the disposition of our Bell Atlantic, Cincinnati and Get Digital Smart businesses.

Stock Price Adjusted Earnings
Per Share

$29.05 $29.31

1999 2000 2001 2002 1998 1989 2000 2001

Net Borrowings*’
(% millions)

$466

i

1998

$442

$296

1999 2000 2001

®Debt less cash at year end, 2002 amounts exclude $50.2 million of cash representing preferred stock investment proceeds,

net of acquisition interest and fee payments in 2002.

$272

i

$203

2002




David C. Swanson

To my Fellow Investors:

2002 represents a defining period in R.H.
Donnelley’s evolution. We capitalized on a
fundamental shift in the industry landscape
and solidified our core market position

with the acquisition of Sprint's directory
publishing business. While this transforming
strategic step was clearly the highlight of
2002, we also continued to focus on our
core business and worked hard to deliver
congistent value to both customers and
investors in a tough year.

2002 In Review
There’s no question that 2002 was difficult
for most companies. Weak economic condi-
tions, a cautious business market, lower
consumer confidence, rising unemployment,
geopolitical unrest and a crisis of confidence
in corporate America all contributed to
a broad equity market decline, the likes of
which we have not seen in nearly thirty
years. Against this backdrop, R.H. Donnelley
again demonstrated the stability of our
business even through down cycles. In an
environment where the Russell 2000 and
the S&P 500 declined more than 20%, R.H.
Donnelley delivered share price appreciation
of approximately 1%.

From an operating performance stand-
point, despite a decline in advertising
sales, we managed to hold our ground in
earnings. Excluding financing costs related
to the Sprint acquisition and certain
other items in both years, we posted the
following results:

m operating income of approximately
$142 million, unchanged from 2001;

w diluted earnings per share of $2.42,
a 2.5% increase over 2001, and

= cash flow of approximately $68 million,
allowing us to repay $62 million of debt.

While this is not the kind of performance we
aspire to achieve, given the circumstances,
we're satisfied with the outcome.

LLooking closer at our businesses, we
achieved noticeable improvement in our
legacy Sprint operation as the year pro-
gressed, with renewal rates and advertising
levels returning to normal in the fourth
quarter. However, our DonTech partnership
with SBC Communications continued to
experience weaker-than-expected economic
conditions and performance.

Recognizing early on that a recovery
might not occur in 2002, together with
DonTech, we diligently pursued cost control
measures and operating efficiencies. We
leveraged technology to reduce expenses
and improve the quality of our processes.
We implemented improvements at
our publishing and technology facilities
and we migrated previously outsourced
billing processes to in-house server-
based technologies.

Importantly, our high quality publishing
operations continue to rank R.H. Donnelley
among the best in the yellow pages industry
in terms of cost and quality. This was
recognized in early 2002, when SBC extend-
ed our pre-press publishing agreement
for DonTech-sold directories through 2008,

Industry Dynamics

Historically, yellow pages advertising has
weathered economic downturns petter than
other media. According to independent




R.H. Donnelley Corporation

Letter to Investors, continued

research, during the 2001-2002 advertising
recession, domestic yellow pages advertis-
ing actually grew 2% per annum while all
other media combined declined by over 2%
per annum. Yellow pages advertising —
which for many small businesses is the pri-
mary and often the only advertising they do
- is less volatile than other media. Moreover,
yellow pages offer a strong value proposition
to both advertisers and consumers, which
for R.H. Donnelley transiates into excellent
customer retention levels, considerable
recurring revenue and reliable cash flow.

While these industry dynamics
remained constant in 2002, the ownership
dynamics did not. During the year, we
witnessed the beginning of a fundamental
change in the directories industry as several
telcos shored up their balance sheets and
focused on their core businesses—a dynamic
which presented exciting new opportunities
for yellow pages companies. Recognizing
the significant potential, we seized on a
uniguely compelling opportunity to acquire
Sprint Publishing and Advertising.

The New R.H. Donnelley

This acquisition, which closed in January
2003, represents a significant milestone in
our Company's distinguished history, build-
ing on R.H. Donnelley's rich heritage in
yellow pages publishing. For more than a
century since Reuben Donnelley published
our first directory in 1886, the Company's
singular focus has been, and continues to
be, directory advertising.

Building on our core competencies,
and our 20-year relationship with Sprint, this
acquisition transforms R.H. Donnelley
from a contract sales agent and pre-press
publishing vendor into a fully integrated
yellow pages publisher — and the official
phone book — in those markets where Sprint
operates as the local telephone provider
across 18 states. R.H. Donnelley now pub-
lishes all 260 Sprint yellow pages directo-
ries, with a total circulation of more than
18 million. Our broad geographic footprint
includes many top markets, like Florida
and Nevada, that enjoy higher projected
population growth than the national average.

Key benefits of the acquisition
also include gaining control of our own

destiny by:

m eliminating our dependence on short-term

sales agency contracts;

u owning all the rich digital advertising
content to utilize and repurpose, and

» allowing us to leverage relationships with

160,000 local and 4,000 national advertisers.

Each of these factors should facilitate our
ability to drive growth in our business.

To finance the Sprint acquisition, we
borrowed $2.4 billion. However, Goldman
Sachs Capital Partners also invested $200
million in R.H. Donneliey equity, which

bolsters our financial foundation. As we have

in the past, we intend to utilize our strong
cash flow to substantially reduce leverage.

In addition to the new Sprint business,
we also continue to serve as the exclusive
sales agent for 129 SBC directories in illinois
and Northwest Indiana through DonTech,
our perpetual partnership with SBC. R.H.
Donnelley has enjoyed a rewarding relation-
ship with the telephone company in lllinois
for over 100 years, and we look forward
to providing the highest quality products
and services in these markets for many
years to come.

in summary, the new R.H. Donnelley
has leading market positions, broader
scale, many attractive markets, a diversified
customer base and a talented workforce.
We think this adds up to a winning
combination to create significant value for
our advertisers and investors.

Outlook and Opportunities

We are committed to capitalizing on the
exciting opportunities our new platform pres-
ents and translating this into future growth.
In the near-term, we expect that overall
economic conditions will continue to be
stagnant, with some gradual improvement
throughout the year.

At the same time, we expect to benefit
from synergy opportunities to be derived
from the Sprint acquisition. We are focused
on achieving operating efficiencies and cost
savings, primarily through the consolidation
of pre-press publishing, information technol-
ogy and corporate functions. Importantly,
R.H. Donnelley’s hands-on knowledge and
established working relationship with Sprint




has already provided a smooth transition

and is helping to mitigate integration risk.
To date, we're pleased with the substantial
progress we've made,

That said, 2003 will be a year of transi-
tion. We have much to accomplish through
the integration of our systems, processes
and cultures. We must move from two
companies collaborating to achieve individ-
ual goals to one company driving toward
a common mission. As we ook to the
future, we have a clear vision to guide us -
our goal is to be the leading yellow pages
company as measured by quality, customer
satisfaction and growth. We think the
combination of R.H. Donnelley and the Sprint
directory publishing business provides
a sturdy foundation from which to build in
order to achieve our goal.

As owner, operator and publisher of
yellow pages, the new R.H. Donnelley will
continue to benefit from our time-tested core
print products. Our determination to execute
day in and day out on our strategy of
delivering value-added products to our cus-
tomers is unwavering. As it makes strategic
and financial sense, the Company will also
explore innovative concepts to utilize the
rich content in our print directories to deliver
a more comprehensive, integrated media
offering. This includes such ideas as deliver-
ing CD-ROM directories to high-density
businesses and institutions, allowing their

employees 1o access the directory over
local area networks. We're planning online
versions of directory products to enhance
searchability and provide broader distribu-
tion of our advertisers’ messages to those
that prefer doing lookups on the Internet.
We'll also seek to leverage our unique sales
channel to identify and deliver additional
products and services to businesses in the
markets we serve.

In all that we do, we will maintain our
fundamental commitment to serving our
customers, creating a dynamic workplace
for employees and delivering value to
investors. Underlying all of these efforts will
be an adherence to the highest ethical
standards, including the utmost in corporate
integrity, governance and responsibility.

Acknowledgements
This letter would not be complete if | didn’t
take the opportunity to thank my predeces-
sor, Frank Noonan, for his many contribu-
tions to R.H. Donneliey during his 11-year
tenure. With his extensive industry, business
and operational expertise, Frank played
an invaluable role in leading R.H. Donnelley
during its initial phase as a public company.
On behalf of everyone at the Company,
we wish Frank well in retirement.

I'd also like to thank Bill Jacobi,
who retired from the Board in 2002, for his
four years of service. And, I'd like to
recognize Peter McDonald who stepped
down from the Board after nearly two years.
We're fortunate that Peter has joined
management and are excited to be working
closely with him in his new role. Also,
a warm welcome to Nancy Cooper, Rob

Gheewalla, Terry O'Toole and David Veit,
who all joined our Board of Directors
in early 2003. We're delighted to attract
such quality directors and look forward to
working with each of them.

In addition to recognizing Board mem-
bers, I'd like to thank all our employees
for their hard work and dedication during a
challenging and inspiring year. Because
of their great efforts, our Company continues
to provide customers with the high quality
products and services they have come to
expect. There's no doubt that together with
the strength of our product, the quality of
our people underpin our success. I'd like to
also welcome Sprint Publishing’s employees
to R.H. Donneliey — we're delighted to
have them on our team.

A final thank you to our customers and
our investors, for your continued confidence
and support of R.H. Donnelley every day.

Sincerely,

SN

David C. Swanson
Chairman and Chief Executive Officer

March 6, 2003
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For more than 100
years, R.H Donnelley
has partnered

with many telephone
companies to introduce
directory products and
provide an excellent
value proposition

to local businesses.

Our History

Deep roots in yellow pages

R.H. Donnelley’s rich entrepreneurial history
in yellow pages dates back to publishing
our first Chicago telephone directory in
1886. Since then, we were the first to publish
a directory in two sections, residential

and business. We also initiated in-column
advertising and the classified structure that's
the forerunner of today’s yellow pages.

In the early 1900s, R.H. Donnelley
expanded operations to Cincinnati and in
1917 moved headquarters to New York.
During the 1930s and 1940s, we extended
sales and service offerings to other urban
areas. Over the last 30 years we innovated
such product enhancements as two-color
and full-color ads, coupon advertising,
business-to-business yellow pages,
neighborhood directories, street-address
directories, specialty directories, the
talking yellow pages, and YPTV® cable
advertisements.

For 116 years, R.H. Donnelley’s sole
focus has been bringing buyers and sellers
together through the yellow pages. Building
on that history — and returning the Company
to its publishing roots — in January 2003 we
completed the acquisition of Sprint's
directory publishing business. Today, R.H.
Donnelley publishes 260 directories in 18
states. While we've progressed dramatically
from publishing a single directory over
a century ago, our dedication to providing
advertisers an effective and efficient medium
to deliver their message to prospects and
customers remains steadfast.

Looking back, Reuben Donnelley is
responsible for the birth of the potent adver-
tising medium known today as the yellow
pages. Cur founder provided a pioneering
spirit, strong sense of business integrity and
commitment to excellence — values that
remain at the core of R.H. Donnelley today.




Our Product

A compelling value proposition

No other advertising medium is more
effective helping local businesses to
broadly reach customers and prospects
than the yellow pages. In fact, for

many local businesses, yeliow pages
represent their principal, or only form of
advertising. According to independent
research, yellow pages influence
approximately one-third of all small and
medium-sized business revenues. These
businesses drive approximately 50% of
U.S. economic activity or $4.5 trillion per
annum. Yellow pages represent a vital
part of our local economic infrastructure.,

National advertisers also recognize
the power of yellow pages' reach and
frequency in local markets across
the country. That's because consumers
trust yellow pages as among the most
robust and reliable sources of information
to find who sells what they're looking
to buy. That's why yellow pages are often
considered the original search engine.

Yellow pages' relatively low price
point and their efficacy to originate new
business leads offer merchants com-
pelling value. Reflecting this, yellow pages
account for more than $14 billion in annu-
al advertising in the U.S.—more than mag-
azines or outdoor.

Whether a simple one-line text
advertisement or a two-page high impact
graphic display, our products effectively
communicate relevant messages to differ-
entiate advertisers for their local target
audience when they're ready to make
purchasing decisions. This “directional”
character of yellow pages advertising is
responsible for intreducing qualified
prospects to our advertisers every day.
That’s because you'll find our directories
in virtually every home and business in
our local markets.

R.H. Donnelley’s history of product
innovation and deep institutional | ] < L
knowledge allow us to continue providing ‘ 56;5 9199 | 38L§c‘_v;c%s71 | 565.01 gd 3887771 | 38L§3.v;cf1“71 294-0552
value-added directory products and :
services to achieve the marketing goals
of advertisers.

“Being a service business, we must be easily accessible to customers in their
moments of panic. And we know from experfence that our customers grab the first thing
within reach, the Sprint Yellow Pages® when looking for a solution to their problem” . . .
“We think of Sprint Yellow Pages® as our partner in business, our salesman
in the field. Our revenue has grown exponentially over the years, from $0 to more than
$1 million annually - and we’re grateful to the individuals who helped get us there.”

Debbie Gibson
Gibson Air Conditioning
Las Vegas, NV
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Our People

Working to exceed expectations
of advertisers, yellow pages users
and investors every day

Together with our excellent products, people
have always been the foundation of R.H.
Donnelley’s success. Our Company began
116 years ago with the innevative spirit

of cne man. Today we prosper thanks to the
devotion of many. From marketing to sales,

to publishing, information technology, printing,
distribution, billing and customer service,

R.H. Donnelley's dedicated employees add
value along every link of the yellow pages
value chain. In every undertaking, we're deter-
mined to achieve the goals of our advertisers,
yellow pages users and investors alike.

At the heart of R.H. Donnelley’s culture
lies a fervent entrepreneurial spirit. We
reward outstanding teamwork and individual
contribution, relentlessly focusing on deliver-
ing exceptional value. We continuously
introduce process improvements and employ
technology to maintain high standards of
quality and cost efficiency.

in every function, our talented workforce
embraces the challenge tc help our advertis-
ers grow. Qur highly-skilled sales representa-
tives don't just sell advertising, but work
closely with advertisers to tailor yellow page
programs to provide a reliable stream of quali-
fied prospects, which in turn drives compelling
return on their advertising investment. Our
publishing specialists in graphic arts, pagina-
tion and classified architecture utilize our cus-
tomized proprietary systems to create visually
appealing, user-friendly and effective directory
products. Qur print and distribution experts
ensure that our finished directories meet
our rigorous quality specifications and saturate
each community in our advertiser markets.
And our enthusiastic customer service and
billing professionals work hard every day to
achieve total customer satisfaction.

We remain committed to perpetuating
our founder’s entrepreneurial tradition by
providing customers with the highest quality
products and services. It is precisely this
commitment that sustains our ambition
for leadership in the yellow pages industry
and underpins our continued success.







Expansive Footprint and Market Presence

Sprint
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Beverly Hills

Bonita Springs - North Naples

Cape Coral - North Fort Myers

Central Florida

Citrus Countywide

Clewiston - Moore Haven

Crestview

Crystal River - Homosassa Springs

Dade City

Ft. Walton Beach

Golden Gate

Golden Triangle

Greater Lake Okeechobee

Gulf Shore Area

Highiands

Inverness

Jackson & Holmes Counties
(Marianna)

Kissimmee

Labelle

Lake County

Lake County South

Lake Placid

Leg County Areawide - Classified

Lee County Area White Pages

Lehigh Acres

Madison & Jefferson Counties

Marco Island

Naples - Classified

Naples - White Pages

QOcala - Marion Countywide

Peace River Valley

Punta Garda Community

Punta Gorda - Port Charlotte

Sanibel - Captiva Islands

South Fort Myers

Starke

Sumter Countywide

Tallahassee

Tri-County Area

West Volusia County

Williston

Adams / Wells Counties
Denver

Flora / Rossville

Hancock - Henry Suburban
Jamestown
Jasper / Newton Counties
Jay County

Johnson County Suburban
Kosciuska Countywide
LaFontaine

LaGrange Countywide
Marshall County
Nappanee

Starke / Pulaski Counties
The Lakes Area

Tri-State Regional

Twin Lakes Regional
Union City

Whitley County

RaMsAs ]

Barton / Stafford County Regional
Belle Plaine

Burlington / Csage City
Central Kansas Regional
Courtland / Clyde

East Central Kansas Regional
Junction City

Northeast Kansas Regional
Russell / Osborne

Southeast Kansas Regional
Turkey Red Regional

Aitkin / Crosby

Alexandria

Bensan

Brooklyn Park / Maple Grove /
0Osseo / Rogers

Chaska / Waconia

Cokato -~ Dassel - Howard Lake
Glencoe

Granite Falls

Hastings

Lake City / Plainview

Lewiston

Long Prairie

NewRichland

St James

Central Missouri State University
Golden Valley Area
Harrisonville - Butter Regional
Jefferson City

KCI Regional

King City

Lebanon Regional

Northwest Missour!

Odessa - Lexington Regional
Rolla Regional

Warrensburg Regional

[NEERRSRANVHOMING]
North Platte Valley

NEVAD A

Boulder City

Henderson

Las Vegas - January

Las Vegas - June

Las Vegas New Residents Guide

Las Vegas Valley West
{Rainbow West)

Laughtin

North Las Vegas

Belfe Mead - Somerville
Chester - Washington Townships

Hunterdon Countywide
Sparta - Lake Mohawk Area
Susssex Countywide
Tewksbury

Warren Countywide
Ahaskie

Albemarle Area
Asheboro

Clinton

Dunn

Duplin County

Eden Madison

Elkin - Yadkin County
Fayetteville / Cumberland County
Fuguay - Varina

Gibsonville

Greater Hickory / Unifour Area
Greenville

Havelock

Henderson

Hittsborough

Jacksonville

Johnston County

T —
! !

Kermersville

Kinston

Maxton / Raeford / Red Springs
/ St. Pauls

Mocksvitle

Maore County Areawide

Morehead Gity

Mount Airy - Surry County

New Bern

Narth Witkesboro / Wilkes County

Pittsboro / Siler City

Roanoke Rapids

Rocky Maunt

Roxboro

Tarboro

The Outer Banks

Troy

Wake Forest

Walkertown

Washington

West Jefferson

Whiteville

Williamston

Wilson

Yanceyville

Ada

Adamsville / Frazeysburg
Bluffton

Bueyrus

Darke Countywide

Defiance Areawide

Delphos

Fulton - Henry Countywide
Green Springs

Indian Lake

Jefferson / Andover Area
Lake Milton

Lima Areawide

Logan Countywide
McConrelsville

Morrow Countywide

Mount Sterling

Mount Vernon

Newton Falls

QOttawa

Pataskala / Sunbury / Johnstown
Preble Countywide
Richland - Ashland Regional
Shelby Community

Shelby Countywide

Stony Ridge

Trumbutt Countywide

Union Countywide

Van Wert / Paulding

Warren County Areawide
Wayne - Holmes Countywide

(CRECON M
Central and North Gregon Coast
Columbia Gorge

Sheridan / Carlton

Tillamook Countywide

Upper Rogue

e
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Bedford County

Beech Creek - Mill Hall

Butier Countywide

Chambersburg

Cranberry / Wexford Area

Cumberland Countywide

Elizabethtown / Columbia

Gettysburg

Hanover

Juniata Valley Areawide

Perry County

Slippery Rock

Southern Blair -
Huntingdan County

Waynesboro

Beaufort

Greenwood Regional
Hampton - Estill
Holly Hill

Ridgeland

Satuda

NHESSEE ]

East Tennessee State University
Elizabethton

Erwin / Unicoi County
Greeneville

Jonesborough

Mountain City

Tri-Cities / Bristol
Tri-Cities / Johnson City
Tri-Cities / Kingsport

MERAs 1
Bullard

Cedar Creek Lake Area
Clifton

Commerce / Cooper
Gatesville / Hamilton
Grimes County Area
Groesbeck

Henderson County Area
Humble / Kingwood / Atascacita
Kaufman

Killeen / Ft. Hood Area
Overton / Troup Area
Palestine / Anderson County
Palo Pintg County

Peftus

Salado

Stephenville Regional
Stockdale

West Columbia

Wise County Area

Abingdon

Altavista

Bachelor's Hall / Whitmefl
Brockneal

Charlottesviile

Farmville

Frant Royal

Galax

Lexington

Marion

Martinsviile

Montpelier

Nattaway Lunenburg

Page County {Luray)

Rocky Mount - Franklin County
South Boston / Volens
South Hill

Wythe County-Bland County

Lower Yakima Valley

Poulsba / Suquamish /
Silverdale / Bainbridge Island

Quilcene

DonTech

RO

Algonguin

Alton

Arfington Heights

Ashburn Neighborhood - Chicago

Aurora

Austin Neighborhood - Chicago

Barrington

Bartlett

Beardstown

Belleville

Belmont - Cragin Neighborhood
- Chicago

Bensenville

Beverly Neighbarhaod - Chicago

Big Rock

Bloomingdale

Blue Island

Bridgeport Neighborhood
- Chicago

Brighton Park Neighborhood
- Chicago

Cairo

Canton

Cary

Champaign

Chatham Neighborhood - Chicago

Chicago Consumer

Chicago Heights

Chicagoland Business to
Business

Chicago Loop

Chicago White Pages

Chain O'Lakes

Cicero

Clinton County

Collinsville

Crete

Crystal Lake

Danville

Darien

Decatur

Deerfield

Delevan

Downers Grove

Dundee

Dwight

East Saint Louls

Edwardsville

Elburn

Elgin

Elk Grove Village

Elmhurst

Englewoad Neighborhood
- Chicago

Evanston

Evergreen Park

Forrest

Frankfort

Galena

Geneva

Gibson Gity

Gilman

Glen Eilyn

Glenview

Granite City

Greenville

Hampshire

Marvard

Harvey

Hegwisch Neightorhood
- Chicago

Highland Park

Hinsdale

Homewood

Hyde Park Neighborhood
- Chicago

Illingis Quad Cities

Jeffersan Park Neighborhood
- Chicago

Joliet

Kankakee

La Grange

Lake Forest

Lake View Neighborhood
- Chicago

Lansing

La Salle

Lemont

Libertyville

Lincoln Park Neighborhood
- Chicago

Lincoln Square Neighborhood
- Chicago

Logan Square Neighborhood
- Chicage

Lombard

Marengo

Maywood

Mc Henry

Moarris

Mount Vernon

Naperville

Nashville

Norwood Park Neighborhood
- Chicago

QOak Park

Olive Branch

Orland Park

Palatine

Park Ridge

Peoria

Quincy

Riverdate

River Grove

Rackford

Rogers Park Neighborhood
- Chicago

Roseland Neighborhood
- Chicago

Schaumburg

Seneca

Skakie

South Shore Neighborhood
- Chicago

Springfield

Sterling

Summit

Tinley Park

Vandalia

Watseka

Waukegan

Wheeling

Wilmington

Winnetka

Woodstock

Yorkville

Zion

AN ]
Calumet City

Crown Point

East Chicago

Gary

Hammond

Hightand

Lowell

{owa Quad Cities




Securities and Exchange Commission
Washington, D.C. 20549

Form 10-K

[ X1 Annual Report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

For the fiscal year ended December 31, 2002
or

[ ] Transition Report pursuant to Section 13 or 15{d) of the Securities Exchange Act of 1934
For the fiscal year ended December 31, 2002

For the transition period from to

Commission File Number 001-07155

R.H. Donnelley Corporation

Exact name of registrant as specified in its charter

Delaware 13-2740040

State of incorporation I.R.S. Employer Identification Number
One Manhattanville Road, Purchase, New York 10577

Address of principal executive offices Zip Code

914-933-6400

Registrant’s telephone number, including area code

Securities registered pursuant to Section 12(b) of the Act:

Title of class
Common Stock, par value $1 per share

Name of exchange on which registered
New York Stock Exchange

Securities registered pursuant to Section 12(g) of the Act: None

Indicate by check mark whether the Registrant (1) has filed all reports required to be filed by Sections 13 or 15(d)

of the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the

registrant was required to file such reports), and {2) has been subject to such filing requirements for the past 90 days.
YES _v__ NO

indicate by check mark if disclosure of delinquent filers pursuant to ltern 405 of Regutation S-K is not contained
herein, and will not be contained, to the best of Registrant’s knowledge, in definitive proxy or information statements
incorporated by reference in Part 1il of this Form 10-K or any amendments to this Form 10-K _«

Indicate by check mark if the registrant is an accelerated filer (as defined in Exchange Act Rule 12b-2)
YES _v__ NO

The aggregate market value at June 28, 2002, the last day of our most recently completed second quarter, of shares of
the Registrant's common stock (based upon the closing price per share of $27.97 of such stock on The New York Stock
Exchange on such date) held by non-affiliates of the Registrant was approximately $827,341,000. For purposes of this
calculation, only those shares held by directors and executive officers of the Registrant have been excluded as held by
affiliates. The aggregate market value at March 8, 2003 of shares of the Registrant's common stock (based upon the
closing price per share of $30.10 of such stock on The New York Stock Exchange on such date) held by non-affiliates of
the Registrant was approximately $316,247,000. For purposes of this calculation, only those shares held by directors
and executive officers of the Registrant and shares beneficially owned by The Goldman Sachs Group, Inc., have been
excluded as held by affiliates. Such exclusion should not be deemed a determination or an admission by the Registrant
that such individuals or entities are, in fact, affiliates of the Registrant. At March 6, 2003, there were 30,500,983
outstanding shares of the Registrant's common stock, not including any shares of common stock beneficially owned

by The Goldman Sachs Group, Inc., only 58 shares of which are outstanding. continued
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jtem 1. Business

Except where otherwise indicated, the terms “Company,”
"Donnelley,” “we,” “us” and "our” refer to R.H. Donnelley
Corporation and its direct and indirect wholly owned sub-
sidiaries. R.H. Donnelley Inc. is our wholly owned direct sub-
sidiary. Qur executive offices are located at One Manhattanville
Road, Purchase, NY 10577 and our telephone number is

(914) 933-6400. Our Internet website address is www.rhd.com.
We make available free of charge on our website our annual,
quarterly and current reports including amendments to such
reports, as soon as practicable after we electronically file such
material with, or furnish such material to, the United States
Securities and Exchange Commission (“SEC”). Our filings

can also be obtained from the SEC website at www.sec.gov

or by calling toli free the SEC Office of Public Reference at
(800) 942-8090. However, the information found on our website
or the SEC website is not part of this annual report.

On January 3, 2003, we acquired all the outstanding com-
mon stock of Sprint Corporation’s directory publishing business,
Sprint Publishing & Advertising (“SPA”"). See "Significant
Business Development” below. As a result, commencing in 2003
our operating and financial results wilt no longer reflect sales
commissions or pre-press fees from or other transactions
with SPA since these intercompany transactions will be eliminat-
ed in consclidation. Rather, we will report the full value of
advertising sales and certain direct costs under the deferral
and amortization method. In order to tacilitate discussion of cur
historical results as oppesed to our future results, we use
the past tense when referring to operating and financial results
for the years 2000 through 2002.

The DonTech Partnership (“DonTech”), our 50/50 perpetual
partnership with an affiliate of SBC Communications Inc.
(“SBC"), remains unchanged following the SPA transaction and
our financial presentation of DonTech will appear consistently in
both historical and future periods.

" oa

Significant Business Development

We acquired all the outstanding common stock of SPA for
$2,213.5 million in cash, after a preliminary working capital
adjustment. The purchase price is subject to a final working
capital adjustment. SPA is the publisher of 260 revenue-generat-
ing yellow pages directories in 18 states. Prior 1o this acquisition,
we acted as a sales agent and pre-press publishing vendor

for SPA for 44 of these directories in 4 states. The acquisition
transforms the Company from a sales agent and pre-press
vendor into a leading publisher of yellow pages directories.

To finance the acquisition, we entered into a new $1,525
mitllion Senior Secured Credit Facllity (“Credit Facility”), consist-
ing of a $500 million tranche A term loan (“Term Loan A"}, a
$300 million tranche B term loan (“Term Loan B") and a $125
million revolving credit facility (“Revolver”). We also issued $325
million 8 7/8% Senior Notes {the “8 7/8% Notes”) and $600 mil-
lion 10 7/8% Senior Subordinated Notes (10 7/8% Notes” and
collectively with the 8 7/8% Notes, the “Notes"). Finally, invest-
ment partnerships affiliated with The Goldman Sachs Group, Inc.
(collectively, the “GS Funds”) purchased $200 million of our
redeemable convertible cumulative preferred stock (“Preferred

Stock”) and warrants to purchase 1,650,000 shares of our com-
mon stock.

To take advantage of favorable market conditions and to
ensure the timely consummation of the SPA acquisition, we
issued the Notes and borrowed the Term Loan B in December
2002. The total gross proceeds of $1,825 million were deposited
and held in escrow pending the SPA acquisition closing. The
GS Funds also invested an initial $70 million through the
purchase of 70,000 shares of Preferred Stock and warrants to
purchase 577,500 shares of our common stock in November
2002. This investment was a portion of their $200 million commit-
ment. At the closing of the SPA acguisition, the GS Funds
purchased the remaining $130 million of Preferred Stock and we
borrowed the Term Loan A and $10 million under the Revolver.
See "Management's Discussion and Analysis of Financial
Condition and Results of Operations” in item 7 for more informa-
tion.

In connection with the SPA transaction, we entered into a
directory services license agreement, a trademark license
agreement and & non-competition agreement {coliectively
“Directary Services Agreements”) with Sprint Corporation and/or
certain of its affiliates (“Sprint”). The directory services license
agreement gives us the exclusive right to produce, publish and
distribute directories for Sprint in the markets where Sprint cur-
rently provides local telephone service. The trademark license
agreement gives us the exclusive right to use certain Sprint
trademarks, including the Sprint diamond logo, in those markets.
The non-competition agreement prohibits Sprint from producing,
publishing and distributing print directories or selling local
advertising in those markets, with certain limited exceptions.
These agreements are all interrelated and each has an initial
term of 50 years, subject to earlier termination under specified
circumstances.

Prior to the acquisition, we provided sales agency and
pre-press publishing services to SPA. At December 31, 2002,
we had an aggregate receivable of $43.3 million for commis-
sions, pre-press publishing fees and priority distribution income
from SPA. As a result of the acquisition, these receivables
became intercompany items. Also, long-term liabilities at
December 31, 2002 included an amount due to Sprint of $7.0
million, which we paid in cash at the closing.

The acquisition was accounted for as a purchase business
combination. The purchase price was allocated to the tangible
and identifiable intangible assets acquired and liabilities
assumed based on their respective fair values on the acquisition
date. The results of the SPA business will be included in
our consolidated results from and after the acquisition date.
Accordingly, the operating results of SPA are not included in
our audited financial statements at or for the year ended
December 31, 2002.

Corporate Qverview

We now publish 260 revenue-generating yellow pages directo-
ries in 18 states having a total circulation of more than 18 million,
and serving approximately 160,000 local and 4,000 national
advertisers and are the sixth largest directory publisher in the
U.S. based on revenue. We have been in the yellow pages busi-
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ness in various capacities far over 100 years. Prior to the SPA
acquisition, together with our business partners, we were one of
the leading independent marketers of yellow pages advertising
in the United States. Through DonTech, we continue to sell
advertising for an additional 129 directories in llinois and north-
west Indiana with a total circulation of approximately 10 million,
serving approximately 100,000 local advertisers.

Historical Overview of R.H. Donnelley

Through 2002, we were one of the leading independent mar-
keters of yellow pages advertising in the United States. We sold
advertising for more than 170 yellow pages directories with

a total circulation of over 15 million, representing approximately
$600 million of annual yellow pages advertising either directly
through our own sales force on behalf of SPA, or indirectly
through DonTech. Further, we provided pre-press publishing
services for approximately 227 yellow pages directories, includ-
ing all of the directories for which we then sold advertising.

We sold yellow pages advertising in certain markets in
Florida, Nevada, North Carolina and Virginia under contractual
agreements with affiliates of Sprint. We continue to sell yellow
pages advertising in lllinois and northwest Indiana through
DonTech. These relationships have allowed SBC and Sprint to
benefit from our long-term presence in these markets, our yeliow
pages advertising sales and pre-press publishing expertise,
our established infrastructure and our performance-focused,
non-union employees. We, in turn, have benefited from the rela-
tionships with SBC and Sprint as SBC is the major incumbent
telephone company in the lliinois and northwest Indiana markets
and Sprint is the major incumbent telephone company in the
Florida, Nevada, North Carclina and Virginia markets and one of
two major incumbent telephone companies in the greater
Orlando market.

Historical R.H. Donneliey Businesses

Our operations historically have been organized into two
segments: Directory Advertising Services (“DAS”) and DonTech.
The DAS segment included our sales agency relationship with
Sprint and pre-press publishing services for a number of yellow
pages publishers. DonTech contributes to consolidated earnings
via a partnership distribution and revenue participation income.
See Note 12 to the Consolidated Financial Statements in Item 8
for more information regarding our segments.

R.H. Donnelley’s Former Relationship with Sprint

Our relationship with Sprint began in 1980 when we began pub-
lishing telephone directories in certain markets in North Carolina
and Virginia for Central Telephone Company, which subsequent-
ly changed its name to Centel and was acquired by Sprint in
1993. The Sprint relationship was expanded in 1985 when we
entered into the UniDon Partnership with United Telephone
Company of Florida, presently a subsidiary of Sprint, to publish
directories for United in the Central Florida market.

The relationship further expanded in 1988 when we entered
into the CenDon Partnership (“CenDon”) with Cente! to publish
directories for Centel in certain markets in Florida, Nevada
(notably Las Vegas), North Carolina and Virginia. The UniDon
Partnership was replaced in 1994 with a sales agency agree-
ment under which we were the exclusive sales agent for four
Sprint directories in Central Florida. In 2000, the CenDon

Partnership was restructured as a limited liability company under
which we acted as the exclusive sales agent for 40 Sprint direc-
tories in the same CenDon markets. In 2002, our sales represen-
tatives sold approximately 39% of SPA’s local advertising sales
under these agreements. SPA performed its own sales function
in the remaining SPA markets. We have also provided pre-press
publishing services for those yellow pages directories of Sprint
that we sell advertising for under separate agreements. The .
sales agency agreement with CenDon was scheduled to expire
in 2010 and the sales agency agreement for Central Florida
would have expired in 2004.

R.H. Donnelley’s Relationship with SBC

Qur relationship with telephone companies presently owned by
SBC began in 1908. Since then, we have maintained a variety
of contractual relationships with these telephone companies
regarding directory publication and advertising sales. Under the
current partnership agreement, DonTech is the exclusive

sales agent in perpetuity for the 129 yellow pages directories
published by SBC in illincis and northwest Indiana. DonTech
provides advertising sales services for these directories and
earns a commission from SBC. Under our agreements with SBC,
we have a 50% interest in the net profits of DonTech and receive
revenue participation income directly from an affiliate of SBC.
The amount of revenue participation income is based on a
percentage of DonTech advertising sales and is earned and rec-
ognized when a sales contract is executed. Revenue participa-
tion income comprises approximately 80% to 85% of our total
income related to DonTech. We also provide certain pre-press
publishing services to SBC under a publishing services
agreement that extends through 2008, and bifling and support
services under separate agreements, that extend through 2005
and 2008, respectively.

We account for our investment in DonTech under the equity
method and record our interest in the net profits of DonTech and
revenue participation income as partnership and joint venture
income. DonTech is considered a separate operating segment
since, among other things, it has its own Board of Directors and
the employees of DonTech, including its officers and managers,
are not our employees. DonTech’s Board of Directors consists
of six members, two members appointed by each partner and
the two most senior officers of DonTech. Each partner has
one voting member and one advisary, non-voting member and,
in general, most major decisions are required to be made by
the DonTech Board of Directors and require the affirmative vote
of both voting directors.

Historical Overview of SPA

SPA produces 260 Sprint-branded revenue-generating directo-
ries in 18 states with an annual circulation of more than 18 mil-
lion directories. SPA's exclusive affiliation with Sprint significantly
differentiates SPA from its competitors in the markets it serves.
In connection with the acquisition, we entered into agreements
that allow us to continue to use the names and logos presently
used by SPA on the cover and spine of the directories that

are distributed in Sprint’s local telephone service areas for

a period of 50 years, subject to earlier termination under speci-
fied circumstances.



SPA History

SPA began its operations as DirectoriesAmerica, which was
formed in March 1986 to publish telephone directeries for the
United Telephone operating companies (later renamed the
Sprint-United telephone operating companies, and ultimately
renamed Sprint Corpoeration). DirectoriesAmerica primarily
managed United Telephone’s partnership with us and a separate
relationship with L.M. Berry, which sold directory advertising in
and produced directories for other United local telephone mar-
kets. In 1988, Sprint acquired two independent Chicago-based
publishers and merged them into what eventually became SPA's
Midwest Operations Division. In October 1992, an agreement
was signed with L.M. Berry to allow for the buyout of their

sales agency agreement and the eventual transfer of L.M. Berry
sales and production functions and employees to SPA.

Sprint acquired Centel Corporation in March 1393, and accord-
ingly, SPA assumed management control of Centel and Centel's
partnership interest in CenDon. in 1995, the production employ-
ees from L.M. Berry transferred to SPA and were consolidated in
Bristol, Tennessee along with the rest of the SPA production
workforce. In June 1998, SPA acquired the 400-person Berry-
Sprint sales force in order to assume control over the entire SPA-
sold local sales channel. In June 2000, SPA completed the sale
of the Midwest Operations Division to focus its business solely
on its utility operations in Sprint markets. :

Principal Products

Type Description

R.H. Donnelley Post-Acquisition

The SPA acquisition transformed us from a directory sales agent
and pre-press vendor into a leading publisher of yellow pages
directories. In addition to the directories we publish, we will
continue to receive revenue participation income and 50% of the
net profits of DonTech. We generate revenue primarily from the
sale of advertising in yellow and white pages, as well as revenue
from specialty products such as covers, tabs and coupons.

Products and Services
We have two principal directory types: core books and commu-
nity bocks. Core books generally cover large population areas
such as Lee County, Florida. Most core books contain yellow
pages, white pages and specialty sections such as area infor-
mation, guides and government pages. Community books
typically cover a sub-saction of the area addressed by a core
book. In Lee County, for example, there are four community
books, Sanibel-Captiva Island, South Fart Myers, Cape Coral/
North Fort Myers and Lehigh Acres, that together cover the
majority of the care Lee County directory, but not the entire
market. Community books also consist of yellow pages, white
pages and specialty sections.

The table below details our principal revenue-generating
product offerings.

Stylized listings for white and yellow pages

Listings appearing in-column consist of name, address and telephone

number and are available in a variety of type styles and limited color

Trade items Advertising space, designed to promote brand name of product or service,
placed alphabetically within the column listings of the yellow pages

Space items Advertising space sold in 1/2 inch increments appearing alphabetically
within the column listings of the yellow pages

Display ads Advertising placed within a heading by size and then by senicrity —
our ad sizes range from a quarter column to a double full page

Color Various levels of color including spot-four color, enhanced color, process

photo and hi-impact are available for display products

White page logos

Listings allowing space for illustrative art work

In addition to these principal products, we offer a broad range of specialty products that advertisers use to differentiate
and enhance their display of information. An overview of our main revenue-generating specialty products follows:

Specialty Products

Type Description

Cover products

Advertising sold on the front and back covers

Tabs Full page advertising bound into the directory, offering front and back
space printed on card stock with a tab protrusion
Ride-alongs Advertisements placed inside the directory delivery bag

Blow-in cards

Loose postcard-like products inserted into directories

Guides (Internet, golf, menu, etc.)

Sections in the directories on a specific interest area with feature

information and banner advertising
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Internet-based Directory and Electronic Products
Although historically SPA has not offered advertisers any
material Internet platform, we intend to market an Internet-based
directory service to our advertisers. We view our internet-based
directory as a complement to our print directory product
rather than as a stand-alone business. We intend to utilize our
existing sales force and customer relationships to enable
us to provide an electronic source of directory information. We
intend to provide electronic products that offer local content
to consumers, require little incremental effort by our sales force
and utilize a low cost technical and production platform.
The DonTech sales force currently offers the SBC Smart Pages
internet product.

We believe that increased usage of Internst-based directo-
ries will continue to support overall usage and advertising
rates in the U.S. directory advertising industry. We will continue
to explore new means to deliver our content to consumers.

Business Cycle Overview

All of our directories generally have a 12-month publication
cycle except Las Vegas, which has a semi-annual cycle. Qur
business process generally spans 15 to 20 months from the
beginning of the sales campaign to the end of a directory’s life
and is comprised of several stages. The marketing stage is
generally completed before the end of the first month. The sales
stage begins once marketing is completed and depending on
the size of the geographic area covered by a directory, generally
runs through the following two to five months. The sales cam-
paign closes approximately two months prior to publication.
Production and printing are completed following sales and usu-
ally lasts two months. Finally, directories are distributed during
the final publication month. Customer service as well as billing
and collections stages are provided after distribution and
throughout the 12-month (or 6-month in the case of Las Vegas)
publication cycle.

Sales

As a result of the SPA acqusition, we have combined the sepa-
rate SPA and Donnelley sales teams into a single sales
organization. Sales are carried out internally through premise
representatives, telephone representatives and letter renewals
on the local level, and through national account managers

who work with Certified Marketing Representatives (“CMRs")
serving national advertisers. We distinguish between national
advertisers, which advertise in 20 or more directories and span
three or more states with at least two different publishers from
local advertisers, which are primarily small and medium-sized
businesses located within our markets. In general, advertising
from local advertisers accounts for approximately 85% of gross
revenue while advertising from national advertisers accounts
for approximately 15% of gross revenue.

Local Sales Organization

Our local sales efforts are managed through three sales chan-
nels: premise sales, telephone sales and lstter renewal. Premise
sales representatives conduct sales calls at customers’ business
locations and typically handle higher dollar and more complex

accounts. Telephone sales representatives handle lower dollar
value accounts and conduct their sales over the phone. The
final channel, letter renewal, is used to contact very low dollar
value customers that have renewed their account for the same
product for several years.

National Sales Organization

Our national sales channel is managed through our national
sales department located in Overland Park, Kansas. The nation-
al sales department seeks to increase national directory rev-
enues by developing and maintaining favorable relationships
with CMRs who are the yellow pages media buyers for national
advertisers. National account managers are the primary point
of contact for all communication and business dealings between
SPA and CMRs. SPA's national account managers and national
sales representatives are accountable for overall national
revenue objectives.

Pre-press and information Technology Management Services
Pre-press services include canvass and assignment prepara-
tion, graphics and ad composition, contract processing,
database management and pagination. We provide one of the
most comprehensive capabilities in the directory information
industry, including tcols and information to effectively conduct
sales and marketing planning, sales management, sales
compensation and customer service activities. Our information
management and publishing systems are located primarily in
facilities in Raleigh, North Carolina and in Bristol and Blountville,
Tennesses, with additional services provided in a facility

in Dunmare, Pennsylvania.

Printing & Distribution

All directories are printed by and we source all paper through
our long-standing relationship with printing vendor R.R,
Donnelley. We currently have two contracts for the printing of
our directories with R.R. Donnelley that expire in December
2005 and December 2007. Although we share a common family
heritage, no other common ownership or business relationship
exists between R.R. Donrelley and us.

The delivery of directories is facilitated through outsourcing
relationships with Product Development Corporation (“PDC")
and Special Directory Delivery Service (“SDDS"). Delivery meth-
ods utilized in both initial and secondary delivery to distribute
directories to customers are selected based on factors such as
cost, gquality, geography, and customer need. Primary delivery
methods include U.S. Postal Service and hand delivery and,
occasionally, we may also use UPS or other types of expedited
delivery methods. Freguently, a combination of these methods
is required to meet the needs of the marketplace.

SDDS is our principal secondary delivery vendor maintain-
ing warehouses in Ohio, Florida and Nevada to stock inventory
for secondary delivery to new residents and businesses that
move into our local market areas following the completion of ini-
tial distribution of the directory in that area.

Competition

Yellow Pages Advertising Sales

The U.S. directory advertising industry is highly competitive.
More than 240 independent publishers operating in the United
States compete with regional bell operating company, or RBOC,




directory publishers and other telephone utility publishers. In
most markets, we compete with one or more yellow pages direc-
tory publishers, which are predominantly independent publish-
ers. In some markets, we compete on a limited basis with RBOC
directory publishers in adjacent markets. One of these publish-
ers, Verizon Information Services, the directory business affiliat-
ed with Verizon Communications, Inc., has announced plans

to publish directories and offer local Internet directory services
in markets beyond where Verizon Communications offers local
phone service, including in several SPA markets. Effectively,
Verizon information Services will be competing as an independ-
ent publisher in those markets. While no other RBOC or utility
publisher has announced similar plans, no assurance can

be given that other RBOC or utility publishers will not do so in
the future. Many of these telephone utility publishers are larger
than us and have greater financial resources than we have.

No assurances can be given that we will be able to compete
effectively with these other publishers for advertising sales or
acquisitions in the future.

We also compete for advertising sales with other media,
including newspapers, magazines, radio, direct mail, the
Internet and television. Many of these competitors are larger
than us and have greater financial resources than we have.
Additionally, advances in technology have brought new
participants, new products and new channels to the industry,
including increasing use of electronic detivery of directory
information as an advertising medium.

In addition, the Telecommunications Act of 1996, which
effectively opened local telephone markets to increased compe-
tition, may adversely impact the market position of telephone
utilities, including those with which we have relationships.
Because the Telecommunications Act of 1996 has opened local
telephone markets to increased competition, no assurances
can be given that Sprint, or SBC will remain a dominant local
telephone service provider in their local service areas. If Sprint
were no longer a dominant local telephone service provider in
any particular local service area, our license to be the exclusive
publisher for Sprint in its markets and to use the Sprint
brand name on our directories in those markets may not be as
valuable as we presently anticipate, and we may not realize
some of the anticipated benefits under cur commercial
arrangements with Sprint. If SBC were no longer the dominant
local telephone service provider in any DonTech service
areas, our income from the DonTech relationship would be
adversely affected.

internet

Since 1997, overall usage of printed yellow pages directories

in the United States has declined, which we believe is in part a
result of increased usage of Internet-based directory products.
The yellow pages directory advertising business is subject

to changes arising from developments in technology, including
information distribution methods and users’ technological prefer-
ences. The use of the Internet by consumers as a means to

transact commerce may result in new technologies being
developed and services being provided that could compete
with our products and services. Our growth and future financia!
performance may depend on our ability to develop and market
new products and services and create new distribution chan-
nels, while enhancing existing products, services and distribu-
tion channels, in order to incorporate the latest technological
advances and accommodate changing user preferences,
including the use of the Internet.

Raw Materials

Qur principal raw material is paper, which our printer currently
purchases on our behalf at agreed upon prices. These prices
are at or near the spot market price, as we do not currently have
long-term purchase arrangements or commitments from

paper mills or other outside suppliers. Accordingly, we are sub-
ject to price increases and delays in receiving this principal

raw material. Further, changes in the supply of, or demand for,
paper could affect delivery times and prices. Paper is one of
our largest variable cost items and will account for approximate-
ty 10% to 15% of annual operating expenses. As conditions
warrant, we may enter into longer term supply agreements in
the future.

intellectual Property

We own and control confidential information as well as a number
of trade secrets, trademarks, service marks, trade names, copy-
rights and other intellectual property rights which, in the aggre-
gate, are of material importance to our business. We believe that
the “Donnelley” name and related names, marks and logos

are, in the aggregate, material to our business. We are licensed
to use certain technology and other intellectual property rights
owned and controlled by others. As a result of the acquisition,
we own an exclusive license to produce, publish, and distribute
directories for Sprint in those markets where Sprint currently
provides local telephone service. We also own the exclusive
license to use Sprint's brand, including Sprint's diamond logo,
on directories in those markets, and we acquired the “Best Red
Yellow Pages” tagline and the "look and feel” trademarks
previously used by SPA. Although we do not consider any indi-
vidual trademark ar other intellectual property to be material

to our operations, we believe that the licenses we acquired are
material, taken as a whole, to our business. We consider our
trademarks, service marks, databases, software and other
intellectual property to be proprietary and we rely on a combina-
tion of copyright, trademark, trade secret, non-disclosure

and contract safeguards for protection. We also benefit from

the use of both the phrase “yellow pages” and the walking
fingers logo, which we believe to be in the public domain in

the United States.

Employees

As of Decemper 31, 2002, we had approximately 575 full-time
employees. As a result of the acquisition, we presently have
approximately 1,550 full-time employees. These numbers

do not include the employees of DonTech, whom are not our
employees. None of our employees are covered by collective
bargaining agreements, and we consider relations with
employees to be good.
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Executive Officers of the Registrant

The following table sets forth information concerning the individuals who serve as executive officers

of the Company as of March 6, 2003.

Name Age Position(s})

David C. Swanson 48 Chairman of the Board and Chief Executive Officer

Peter J. McDonald 52 Senior Vice President and President, Donnelley Media
Steven M. Blondy 43 Senior Vice President and Chief Financial Officer

George F. Bednarz 49 Vice President, Publishing and Information Technology
Robert J. Bush 37 Vice President, General Counsel and Corporate Secretary
Frank M. Colarusso 45 Vice President and Treasurer

William C. Drexler 49 Vice President and Controller

Debra M. Ryan 51 Vice President - Human Resources

The executive officers serve at the pleasure of the Board of
Directors. We have been advised that there are no family rela-
tionships among any of the officers listed, and there is no
arrangement or understanding among any of them and any

other persons pursuant to which they were elected as an officer.

David C. Swanson has served as Chief Executive Officer

since May 2002 and was appointed Chairman of the Board in
December 2002. Prior to May 2002, Mr. Swanson served as
President and Chief Operating Officer since December 2000.
Prior to his appcintment as President and Chief Operating
Officer, Mr. Swanson served as President of Donneliey Directory
Services since 1399 and was a Senior Vice President of the
Company since 1998. Upon the spin-off of the Company from
The Dun & Bradstreet Corporation ("D&B”) in June 1998, Mr.
Swanson was appointed Executive Vice President-Corporate
Strategy. Prior thereto, Mr. Swanson served as Executive

Vice President and General Manager for Proprietary Operations
from 1997, Executive Vice President Sales from 1995 and

Vice President and General Manager of Cincinnati Operations
from 1993.

Peter J. McDonald has served as Senior Vice President of the
Company and President of Donnelley Media since September
2002. Mr. McDonald was a director of the Company between
May 2001 and September 2002, Previously, Mr. McDonald
served as President and Chief Executive Officer of SBC
Directory Operations, a publisher of yellow pages directories
from October 1999 to April 2000. He was President and Chief
Executive Officer of Ameritech Publishing's yellow pages
business from 1984 to 1999, when Ameritech was acquired by
SBC. Mr. McDonald was President and Chief Executive Officer
of DonTech from 1993 to 1994, Prior to that time, he served

in a variety of sales positions at our Company, after beginning
his career at National Telephone Directory Corporation.

Mr. McDonald is also a past vice chairman of the Yellow Pages
Publishers Association.

Steven M. Blondy has served as Senior Vice President and
Chief Financial Officer since March 2002. Prior to joining the
Company, Mr. Blondy served as Senior Vice President -

Corporate Development for Young & Rubicam, Inc., a global
marketing and communications company, from 1998 to 2000.
Mr. Blondy also served as Executive Vice President and

Chief Financial Officer for Poppe Tyson, a leading Internet and
integrated marketing communications agency from 1996

to 1897. Mr. Blondy also served as Chief Financial Officer for
Grundy Worldwide, an independent producer of television
programs in Europe and Australia from 1994 tc 1995, Prior to
that, he spent 12 years in the investment banking industry with
Chase Manhattan and Merrill Lynch.

George F. Bednarz has served as Vice President, Publishing
and Information Technology since April 2001. Previously, he
served as Vice President & General Manager - Publishing since
1989. Mr, Bednarz joined the Company in November 1895

to lead the start-up implementation of the Raleigh Information
Center. Prior to joining the Company, Mr. Bednarz spent 19
years at D&B, where he held executive positions of increasing
responsibility in various functions.

Robert J. Bush has served as General Counsel since January
2001. During 2000, Mr. Bush served as Vice President and
Corporate Secretary. having joined the Company in October
1999 as Assistant Vice President and Assistant General
Counse!. Prior to joining the Company, Mr. Bush was Assistant
General Counsel and Assistant Secretary at MIM Corporation,
a pharmacy benefit management company, from 1998 to
1999 and an Associate at the New York offices of Jones, Day,
Reavis & Pogue from 1993 to 1998.

Frank M. Colarusso has served as Vice President and Treasurer
since June 1998. Prior to that, he was Assistant Treasurer of
D&B since 1996. Mr. Colarusso joined D&B in 1986 and was
named Manager, International Treasury Services in 1989

and Director of Corporate Finance in 1992, Prior to joining D&B,
Mr. Colarusso held management positions at Texaco Inc. and
Sperry Corporation.

William C. Drexfer has served as Vice President and Controller
since June 1999. Prior to that, Mr. Drexler served as Assistant
Vice President of Finance since 1996, Mr. Drexler joined

the Company in 1992 as Director of Accounting Operations.

In 1995, he was named Director of Financial Planning for pub-
lishing and information services. Prior to joining the Company,



Mr. Drexler held financial management positions of increasing
responsibility with a number of manufacturing firms.

Debra M. Ryan has served as Vice President - Human
Resources since January 2002. Prior to that, Ms. Ryan served
as Assistant Vice President - Human Resources since 1992.
Ms. Ryan joined the Company in 1973 as a sales representative
and has held several management positions in the sales
organization.

item 2. Properties

After the acquisition and prior to giving effect to any potential
facility consolidation, we conduct our publishing operations from
one owned and three leased facilities with non-cancelable lease
terms expiring at various dates through 2012. Our publishing
facilities are located in a leased 55,000 square foot building in
Raleigh, North Carolina, in an owned 25,000 square foot facility
in Bristol, Tennessee and in a leased 42,000 square foot facility
in Blountville, Tennessee. Our graphics center is located in a
20,000 square foot building in Dunmore, Pennsylvania. We lease
35,000 square feet for our corporate headquarters in Purchase,
New York and 67,000 square feet of office space in Overland
Park, Kansas. The lease of our corporate headquarters extends
through 2011, but we have the option to cancel the lease in
2006 for a nominal fee. The lease on the Overland Park facility
extends through April 2005 but both the landiord and we have
the right to cancel the lease upon 180 days prior written notice.
We also lease space for local sales offices, which are relatively
small and have reasonably short terms. DonTech directly leases
its own sales offices and corporate headquarters. We believe
that our facilities are adeqguate for their current use.

Item 3. Legal Proceedings

We are involved in various legal proceedings arising in the
ordinary course of our business, as well as certain extraordinary
litigation and tax matters described below. We periodically
assess our liabilities and contingencies in connection with these
matters based upon the latest information available to us. For
those matters where it is probable that we have incurred a loss
and the loss or range of loss can be reasonably estimated, we
record reserves in our consolidated financial statements. In
other instances, we are unable to make a reasonable estimate of
any liability because of the uncertainties related to both the
probable outcome and amount or range of loss. As additional
information becomes available, we adjust our assessment and
estimates of such liabilities accordingly.

Based on our review of the latest information available, we
believe our ultimate liability in connection with pending legal
proceedings, including the extraordinary litigation and tax mat-
ters described below, will not have a material adverse effect on
our results of operations, cash flows or financial position, as
described further below.

In order to understand our potential exposure under the
extraordinary litigation and tax matters described below under

the captions “Information Resources, Inc.” and "Tax Matters,"
you need to understand the relationship between us and The
Dun & Bradstreet Corporation, and certain of its predecessors
and affiliates that, through various corporate reorganizations and
contractual commitments, have assumed varying degrees of
responsibility with respect to such matters.

In November 1336, the company then known as The Dun &
Bradstreet Corporation ("D&B1") separated (the “1996
Distribution”) through a spin-off into three separate public com-
panies: D&B1, ACNielsen Corporation ("ACNielsen”) and
Cognizant Corporation (“Cognizant”). In June 1998, D&B1 sepa-
rated (the “1998 Distribution”) through a spin-off into two
separate public companies: D&B1, which changed its name to
R.H. Donnelley Corporation (“Donnelley”), and a new company
named The Dun & Bradstreet Corporation (“D&B2"). Later in
1998, Cognizant separated (the "Cognizant Distribution”™)
through a spin-off into two separate public companies: IMS
Health Incorporated (“IMS") and Nielsen Media Research, Inc.
("NMR"). In September 2000, D&B2 separated (the “2000
Distribution”) through a spin-off into two separate public compa-
nies: D&B2, which changed its name to Moody's Corporation
("Moody’s"), and a new company named The Dun & Bradstreet
Corporation ("D&B3," and together with D&B1 and D&B2, also
referred to elsewhere in this Form 10-K as “D&B"). As a result of
the form of our separation from D&B, we are the corporate suc-
cessor of, and technically the defendant and taxpayer referred
to below as D&B.

Rockland Yellow Pages

In 1999, Sandy Goldberg, Dellwood Publishing, Inc. and
Rockland Yellow Pages initiated a lawsuit against the Company
and Bell Atlantic Corporation in the United States District Court
for the Southern District of New York. The Rockland Yellow
Pages is a proprietary directory that competes against a Bell
Atlantic directory in the same region, for which we served as
Bell Atlantic's advertising sales agent through June 30, 2000.
The complaint alleged that the defendants disseminated false
information concerning the Rockland Yellow Pages, which result-
ed in damages to the Rockland Yellow Pages. in May 2001, the
District Court dismissed substantially all of plaintiffs’ claims, and
in August 2001, the remaining claims were either withdrawn by
the plaintiffs or dismissed by the District Court. The plaintiffs
then filed a complaint against the same defendants in New York
State Supreme Court, in Rockland County, alleging virtually the
same state law tort claim previously dismissed by the District
Court and seeking unspecified damages. In October 2001,
defendants filed a motion to dismiss this complaint. In May
2002, the Court granted defendants' motion to dismiss the com-
plaint. Plaintiffs have filed an appeal of this dismissal.
Nonetheless, we presently do not believe that the final outcome
of this matter will have a material adverse effect on our results of
operations or financial condition.

information Resources, inc.

in 1996, Information Resources, Inc. ("IRI"), filed a complaint in
the United States District Court for the Southern District of New
York, naming as defendants the Company, as successor of D&B,
ACNielsen Company and IMS International Inc., at the time
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of the filing, all wholly owned subsidiaries of D&B. IR! alleges,
among other things, various viclations of the antitrust laws,
including alleged violations of Sections 1 and 2 of the Sherman
Act. The complaint also alleges a claim of tortious interference
with a contract and a claim of tortious interference with a
prospective business relationship. These claims relate to the
acquisition by defendants of Survey Research Group Limited
(“SRG"). IR! alleges SRG violated an alleged agreement with 1R}
when it agreed to be acquired by the defendants and that the
defendants induced SRG to breach that agreement. IRl is seek-
ing damages in excess of $350 million, which amount IR| seeks
to treble under antitrust laws. IRI is also seeking punitive dam-
ages of an unspecified amount. No trial date has been set, and
discovery is ongoing. Under the agreements relating to the 1996
Distribution, Cognizant, AC Nielsen and D&B agreed to conduct
a joint defense and allocated liabilities amongst themselves.
Under the agreements relating to the 1998 Distribution, D&B
assumed the defense and agreed to indemnify us against any
payments that we may be required to make, including related
legal fees. As required by those agreements, Moody's
Corporation, which subsequently separated from D&B in the
2000 Distribution, has agreed to be jointly and severally liable
with D&B for the indemnity obligation to us. At this stage in the
proceedings, we are unable to predict the outcome of this mat-
ter. While we cannot assure you as to any outcome, manage-
ment presently believes that D&B and Moody's have sufficient
financial resources, borrowing capacity and indemnity rights
against IMS and NMR (who succeeded to Cognizant's indemnity
obligations under the Cognizant Distribution) to reimburse us for
any payments we may be required to make and related costs
we may incur in connection with this matter.

Tax Matters

D&B entered into global tax planning initiatives in the normal
course of its business, principally through tax-free restructurings
of both their foreign and domestic operations. The status of
Internal Revenue Service (“IRS") reviews of these initiatives is
summarized below.

Pursuant to a series of agreements relating to the 1996,
1998, Cognizant and 2000 Distributions, IMS and NMR are joint-
fy and severally liable for, and must pay one-half, and D&B and
Moody's are jointly and severally liable for, and must pay the
other half, of any payments over $137 million for taxes, accrued
interest and other amounts resulting from unfavorable IRS rul-
ings on the tax matters summarized below (other than the matter
summarized below as "Amortization Expense Deductions -
1897-2002,” for which D&B and Moody's (jointly and severally)
are solely responsible). D&B, on our behalf, was contractually
obligated to pay, and did pay, the first $137 million of tax liability
in connection with the matter summarized below as “Utilization
of Capital Losses — 1989-1990." Under the agreements relating
to the 1998 Distribution, D&B agreed to assume the defense and
to indemnify us for any tax liability that may be assessed against
us and any related costs and expenses that we may incur in
connection with any of these tax matters. Also, as required by
those agreements, Moody’s Corporation has agreed to be jointly
and severally liable with D&B for the indemnity obligation to us.

Under the agreements relating to the 2000 Distribution, D&B and
Moody's have, between each other, agreed to each be financial-
ly responsible for 50% of any potential liabilities that may arise
to the extent such potential liabilities are not directly attributable
to each party’s respective business operations.

While we cannot assure you as to any outcome in these
matters, management presently believes that D&B and Moocdy's
have sufficient financial resources, borrowing capacity and
indemnity rights against IMS and NMR (who succeeded to
Cognizant’s indemnity obligations under the Cognizant
Distribution) to reimburse us for any payments we may be
required to make and related costs we may incur in connection
with these tax matters.

Utilization of Capital Losses — 1989-1990

In 2000, D&B filed an amended tax return with respect to the uti-
lization of capital losses in 19893 and 1990 in response to a for-
mal IRS assessment. The amended tax return reflected an addi-
tional $561.6 million of tax and interest due. In 2000, D&B paid
the IRS $349.3 million while IMS {on behalf of itself and NMR)
paid approximately $212.3 million to the IRS. We understand
that this payment was made under dispute in order to stop addi-
tional interest from accruing, that D&B is contesting the IRS's
formal assessment and would also contest the assessment of
amounts, if any, in excess of the amounts paid, and that D&B
has filed a petition for a refund in the United States District
Court. This case is expected to go to trial in 2004.

Subseguent to making its payment to the IRS in 2000, IMS
sought to obtain partial reimbursement from NMR under the
terms of the agreements relating to the Cognizant Distribution.
NMR paid IMS less than IMS sought. Accordingly, in 2001, IMS
filed an arbitration proceeding against NMR claiming that NMR
underpaid to IMS its proper allocation of the above tax pay-
ments as provided by the agreements relating to the Cognizant
Distribution. Neither D&B nor we were party to the Cognizant
Distribution. IMS nonetheless sought to include us in this arbitra-
tion, arguing that if NMR should prevail in its interpretation
against IMS, then IMS could seek to enforce the same interpre-
tation against us (as successor to D&B) under the agreements
relating to the 1998 Distribution. The arbitration panel ruled that
we are a proper party to this arbitration proceeding. A decision
from the arbitration panel on the merits is expected during 2003.
If NMR should prevaii in the arbitration against IMS and, in turn,
IMS should prevail against us, then we believe that our addition-
al liability would be approximately $15 million, net of tax bene-
fits. While we believe that the original interpretation of the tax
allocation computation is correct and that the claims of IMS are
without merit, if NMR prevails against IMS and in turn IMS pre-
vails against us in this arbitration proceeding, as noted above,
D&B and Moody’s would be jointly and severally obligated to
indemnify us against any such liability and related costs.

We believe the fact that D&B and IMS have already paid
the IRS a substantial amount of additional taxes with respect to
the contested tax planning strategies significantly mitigates our
risk. While no assurances can be given, we currently believe
that D&B and Moody’s have sufficient financial resources, bor-
rowing capacity and indemnity rights against IMS and NMR to
reimburse us for any payments we may be required to make and
related costs we may incur with respect to this matter.




Royalty Expense Deductions — 1994-1996

During the second quarter of 2002, D&B (on our behalf)
received a Notice of Proposed Adjustment from the IRS with
respect to a transaction entered into in 1893. In this Notice, the
IRS proposed to disallow certain royalty expense deductions
claimed by D&B on its 1994, 1995 and 1996 tax returns. The IRS
previously concluded an audit of this transaction for taxable
years 1993 and 19394 and did not disallow any similarly claimed
deductions. We understand that D&B disagrees with the position
taken by the IRS in its Notice and has filed a responsive brief to
this effect with the IRS. If the IRS were to issue a formal assess-
ment consistent with the Notice, then a payment of the disputed
amounts would be required, if D&B opted to challenge the
assessment in U.S. District Court rather than in U.S. Tax Court.
In the event of such challenge by D&B, the required payment by
D&B to the IRS would be up to $42 million ($48 million offset

by a $6 million tax benefit). In verbal communications between
D&B and the IRS during 2002, we understand that the IRS has
expressed some willingness to withdraw its proposed disal-
lowance of certain royalty expense deductions of $7.5 million for
1994, However, we also understand that the IRS has expressed
its intent to seek penalties of $7.5 million for 1995 and 1996
based on its interpretation of applicable law. We have been
advised that D&B would challenge the IRS's interpretation.
Again, under the agreements relating to the 1998 and 2000
Distributions, D&B and Moody's have agreed to jointly and sev-
erally defend and indemnify us against any such liability and
related costs.

Notwithstanding the verbal communications with the I1RS in
2002 noted above regarding royalty expense deductions of $7.5
million for 1994, in a February 2003 letter to D&B (on our behalf)
the IRS asserted that it intends to take a position regarding prior
tax years that would have the effect of disallowing a portion
of the 1994 royalty expense deduction, our share of which would
be $5 million if the IRS prevailed. We understand that D&B
disagrees with the IRS's position. Also, in February 2003, D&B
(on our behalf) received a Preliminary Partnership Summary
Report from the IRS that challenges the tax treatment of certain
royalty payments received by a partnership in which D&B
was a partner. As stated in its Report, the IRS would reallocate
certain partnership income to D&B, which if the IRS prevailed
would require an additional payment from us of $20 million
(which includes tax, interest and penalty, net of associated
tax benefits).

Again, under the agreements relating to the 1998 and
2000 Distributions, D&B and Moody's have agreed to jointly and
severally defend and indemnify us against any such liability and
related costs.

Amortization Expense Deductions — 1997-2002

We understand that the IRS has sought certain documentation
from D&B with respect to a transaction entered into in 1997 that
produces amortization expense deductions for D&B. While we
understand that D&B believes the deductions are appropriate,

the IRS could ultimately challenge them and issue an assess-
ment. If the IRS were to prevail or the assessment were to be
challenged by us in U.S. District Court, we understand that D&B
estimates that its cash payment to the IRS with respect to
deductions claimed to date and including any potential assess-
ment of penalties of $6.5 million, could be up 1o $46.4 million, or
$43 million net of associated tax benefits. This transaction is
scheduled to expire in 2012 and, unless earlier terminated by
D&B, the cash exposure, based on current interest rates and tax
rates, would increase at a rate of approximately $2.3 million per
quarter (including potential penalties) as future amortization
expenses are deducted. Again, under the agreements relating
to the 1998 and 2000 Distributions, D&B and Moody's are
required to jointly and severally indemnify us against any such
liability and related costs.

As a result of our assessment of our exposure in these
matters, especially in light of our indemnity arrangements with
D&B and Moody's, and their financial resources, borrowing
capacity and indemnity rights against IMS and NMR, no material
amounts have been accrued in the consolidated financial
statements for any of these matters.

Coastal Termite and Pest Control

In 2001, Marnan Group, Inc., doing business as Coastal Termite
and Pest Control (“Coastal"), filed a complaint in the United
States District Court for the Middie District of Florida against
SPA. The complaint, as amended, alleged that SPA breached
certain directory advertising contracts between 1996 and 1999,
fraudulently induced Coastal to enter into another directory
advertising contract and tortiously interfered with Coastal's
business relationships with its customers. Coastal is seeking
damages for lost contract benefits, lost profits and diminution of
business value in an unspecified amount, including pre-judg-
ment interest. In January 2002, SPA filed a motion to dismiss
certain of Coastal's claims. In September 2002, the court denied
SPA's motion to dismiss. Nonetheless, we do not believe that the
final outcome of this matter will have a material adverse effect
on our results of operations or financial condition. SPA had
approximately $0.5 million reserved in its consolidated financial
statements for this matter, which amount was transferred to our
consolidated financial statements as a result of the acquisition.

Other matters

We are also involved in other legal proceedings, claims and
litigation arising in the ordinary conduct of our business.
Although we cannot assure you of any outcome, management
presently believes that the outcome of such legat proceedings
will not have a material adverse effect on our results of opera-
tions or financial condition.

item 4. Submission of Matters tc a
Vote of Security Holders

No matters were submitted to a vote of security holders,
through the solicitation of proxies or otherwise, during the
quarter ended December 31, 2002.
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ftem 5. Market for Registrant’s Common Equity
and Related Stockholder Matters

The Company’s common stock trades on the New York Stock

Exchange under the symbo!l “RHD.” The table below indicates
the high and low sales price of the Company’s common stock
for each quarter of the last two years.

2002 2001
High Low High Low
1st Quarter $30.96 $26.60 $29.00 $22.88
2nd Quarter $32.10 $27.30 $32.00 $25.41
3rd Quarter $27.91 $22.02 $32.30 $25.50
4th Quarter $29.92 $24.19 $30.60 $25.02

At March 6, 2003, there were approximately 8,400 holders of
record of the Company's common stock. We have not paid any
common dividends during the last two years and do not expect
to pay common dividends in the foreseeable future.

The Preferred Stock earns a cumulative dividend of 8%, com-
pounded quarterly, which we may pay in cash or permit to
accrue, at our option. The Credit Facility significantly limits our
ability to pay the Preferred Stock dividends in cash through
2004. The Stock Purchase Agreement with respect to the
Preferred Stock, Credit Facility and indentures governing the
Notes contain various financial restrictions that place limitations
on our ability to pay dividends in the future (see ltem 7,
“Management’s Discussion and Analysis of Financial Condition
and Results of Operations - Liquidity and Capital Resources”
for additional information regarding these instruments

and agreements).

Equity Compensation Plan information

Number of securities
to be issued upon exercise
of outstanding options,

Plan category warrants and rights

On November 25, 2002, the GS Funds purchased 70,000
shares of our Series B-1 Preferred Stock and warrants to
purchase 577,500 shares of our common stock, for aggregate
gross consideration of $70 million. The Series B-1 Preferred
Stock was immediately convertible into common stock at a
conversion price of $24.05 per share, and the exercise price of
the warrants is $26.28 per share. On January 3, 2003, the GS
Funds purchased 130,000 shares of our Preferred Stock and
warrants to purchase 1,072,500 shares of our common stock, for
aggregate gross consideration of $130 million. On January 3,
2003, the 70,000 shares of Series B-1 Preferred Stock automati-
cally converted into 70,604 shares of Preferred Stock. This
Preferred Stock is immediately convertible into common stock at
a conversion price of $24.05 per share, and the exercise price
of the warrants is $28.62 per share. Both of these private place-
ments of securities were made in reliance on Rule 506 of the
Securities Act of 1933. We privately placed the Preferred Stock
as part of the SPA acquisition financing. No underwriters were
involved in these transactions and no underwriting discounts
or commissions were paid. A 1% closing payment was paid to
the GS Funds and we reimbursed their transactions costs.

On December 3, 2002, we issued $325 million aggregate
principal amount of 8 7/8% Senior Notes due 2010 and $600
million aggregate principal amount of 10 7/8% Senior
Subordinated Notes due 2012. The Notes were privately placed
in order to partially fund the SPA acquisition. The initial
purchasers of the Notes were various institutional investors. We
received net proceeds from the sale of the Notes to the initial
purchasers of $300.9 million, net of initial purchasers’ discounts
of $24.1 million. This private placement of debt securities was
made in reliance on Section 4(2) of the Act.

Number of securities remaining
available for future issuance under
equity compensation plans excluding
securities reflected in first column

Weighted-average
exercise price of
outstanding options,
warrants and rights

Equity compensation plans

approved by security holders 4,282,621 $ 20.97 2,139,270
Equity compensation plans not

approved by security holders 2 114,807 - -
Total 4,397,428 $20.97 2,139,270

! This includes our 2001 Stock Award and Incentive Plan.

2 This includes our Key Employees' Performance Unit Plan. Upon completion of the respective performance period, a dollar amount of the award is
determined for each recipient based on the Company's actual financial performance against economic profit and earnings per share goals. The doltar
amount is then converted into a number of performance shares by dividing the dollar amount of the award by the Company's stock price (calculated
as the average of the high and low prices of the Company's common stock on the 10 trading days subsequent to defivery of the Company's raspective
audited financial statements to the Compensation and Benefits Committee of the Company's Board of Directors) at that time.




Item 6. Selected Financial Data

The following selected financial data are derived from our audited consolidated financial statements. The audited consolidated
financial statements for 1998 assume we were a stand-alone entity for all periods and include allocations through June 30, 1998

of certain assets, liabilities and general and administrative expenses of D&B related to our business. The information below

also includes operating results of businesses that were disposed of during 2000 and certain special items in 2000, 2001 and 2002.
Amounts related to these businesses and special items are presented in footnotes 1 and 2. The information set forth below should
be read in conjunction with the audited consolidated financial statements and related notes in ltem 8 and with “Management’s
Discussion and Analysis of Financial Condition and Results of Operations” in ltem 7.

Years Ended December 31,

(in thousands, except per share data) 2002 2001 2000 1999 1908
Statement of Operations '

Net revenue $ 73,806 $ 76,739 $ 141287 $ 181,905 § 166,249
Partnership and joint venture income 136,873 139,964 147,693 139,181 135,854
Operating income 2 145,982 111,472 147,375 129,906 125,235
Net income 67,177 49,815 124,758 55,151 61,268
Preferred dividend 24,702 - - - -
Net income available to common shareholders 42,475 49,815 124,758 55,151 61,268
Earnings Per Share

Basic $1.42 $1.65 $ 3.91 $1.64 $1.79
Diluted $1.40 $1.61 $3.83 $ 1.61 $1.77
Shares Used in Computing Earnings Per Share

Basic 29,643 30,207 31,947 33,676 34,237
Diluted 30,298 30,976 32,594 34,159 34,522
Dividends per share - - - - $0.35

Balance Sheet '

Total assets $2,223,375 $ 205981 $ 365284 $ 395406 $ 385,841
Long-term debt 2,075,470 283,904 347 526 435,000 464,500
Shareholders’ deficit (30,600) (111,313) (108,510) (192,811) (224,770)

! Amounts above include the results of the Bell Atlantic, Cincinnati and Get Digitat Smart businesses disposed of in 2000 and one-time items from the
CenDon Restructuring in 2000. See ltem 7, “Management’s Discussion and Analysis of Financial Condition and Results of Operations — Factors Affecting
Comparability” for a discussion of these items. To facilitate comparison of the financial data, the amounts related to these disposed businesses and
one-time items are as fallows:

2000 1998 1998
Net revenue 3 63,994 $ 106,986 $ 92319
Partnership and joint venture income 5422 - -
Operating income 13,191 7.538 6,531
Total assets - 64,193 61678

2 Operating income in 2001 includes a restructuring and special charge of $18,556 and an investment impairment charge of $11,432. Operating
income in 2002 includes income of $6,405 from the reversal of the restructuring and special charge and an investment impairment charge of $2,000.
See ltem 7, “Management's Discussion and Analysis of Financial Condition and Results of Operations - Factors Affecting Comparability” for a
discussion of these items.
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item 7. Management's Discussion and Analysis of
Financial Condition and Resulis of Operations

This Item should be read in conjunction with the audited,
consolidated financial statements and notes thereto that are
included in Item 8. Unless otherwise indicated, the terms
“Company,” “Donnellay,” “we,” “us” and "our” refer to

R.H. Donnelley Corporation and its direct and indirect wholly
owned subsidiaries.

On January 3, 2003, we acquired all the outstanding com-
men stock of SPA, Sprint Corporation’s directory publishing busi-
ness. See “Significant Business Development” below. As a
result, commencing in 2003 our operating and financial results
will no longer reflect sales commissions or pre-press fees from
or other transactions with SPA since these intercompany trans-
actions will be eliminated in consolidation. Rather, we will report
the full value of advertising sales and certain direct costs under
the deferral and amortization method. In order to facilitate dis-
cussion of our historical results as opposed to our future results,
we use the past tense when referring to operating and financial
results for the years 2000 through 2002.

DonTech remains unchanged following the SPA transaction
and our financial presentation of DonTech will appear consistent-
ly in both historical and future periods.

Forward-Looking Information

Certain statements contained in this Annual Report on Form 10-
K regarding R.H. Donnelley’s future operating results, perform-
ance, business plans or prospects and any other statements not
constituting historical fact are “forward-looking statements” sub-
ject to the safe harbor created by the Private Securities Litigation
Reform Act of 1995. Where possible, words such as “believe,”
“expect,” “anticipate,” “shoutd,” “will,” “would,” “planned,” “esti-
mated,” “potential,” “goal,” "outlook,” "could,” and similar
expressions, are used to identify such forward-looking state-
ments. All forward-looking statements reflect only our current
beliefs and assumptions with respect to our future results, busi-
ness plans, and prospects, and are based solely on information
currently available to us. Accordingly, these statements are sub-
ject to significant risks and uncertainties and our actual results,
business plans and prospects could differ significantly from
those expressed in, or implied by, these statements. We caution
readers not to place undue reliance on, and we undertake no
obligation to update, any forward-looking statements. Such risks
and uncertainties include, without limitation, the following:

"o "ou "o

"o« "o

1. Our ability to meet our substantial debt

service obligations

We have a substantial amount of debt and significant debt
service obligations in 2003 and thereafter. After closing the SPA
acquisition, we had total outstanding debt of $2,356.2 million at
January 3, 2003. This debt was comprised of borrowings of
$1,410 million under our new $1,525 million Credit Facility, $325
million 8 7/8% Senior Notes, $600 million 10 7/8% Notes and,

following a tender offer and exit consent solicitation, $21.2
million aggregate remaining principal amount of the 9@ 1/8%
Senior Subordinated Notes issued in 1998 (the “Existing Notes”).
As a result of our significant amount of debt and debt service
obligations, we face increasing risks associated with, but not
limited to, the following:

= our ability to obtain additional financing in excess of the
additional borrowing capacity under our $125 million revolving
credit facility on satisfactory terms to fund working capital
requirements, capital expenditures, acquisitions, investrments,
debt service requirements and other general corporate require-
ments is limited;

= we are more vulnerable to general economic downturns,
competition and industry conditions, which could place us at

a competitive disadvantage compared to our competitors

that are less leveraged;

& we face increased exposure to rising interest rates as a
portion of our debt is at variable interest rates;

& we have reduced availability of cash flow to fund working
capital requirements, capital expenditures, acquisitions,
investments and other general corporate requirements because
a substantial portion of our cash flow will be needed to service .
our debt obligations; and

& we have limited flexibility in planning for, or reacting to,
changes in our business and the industry in which we operate.

Our ability to pay principal and interest on our debt obligations
will depend upon our future operating performance and our
ability to refinance debt. If we are unable to service our debt
and fund our business, we may be forced to reduce or delay
capital expenditures, seek additional debt financing or equity
capital, restructure or refinance our debt or sell assets. We
cannot assure you that we would be able to obtain additional
financing, refinance existing debt or sell assets on satisfactory
terms or at all.

2. Restrictive covenants under the terms of our debt

and Preferred Stock agreements

The indentures governing the Notes and the Credit Facility
include a number of significant restrictive covenants. These
covenants could adversely affect us by limiting our ability

to plan for or react to market conditions or to meet our capital
needs. These covenants, among other things, restrict our
ability and the ability of our subsidiaries to:

® incur additional debt;

8 pay dividends on our equity interests or repurchase
equity interests;

= make certain investments;

® enter into certain types of transactions with affiliates;

® place restrictions on our restricted subsidiaries to pay
dividends or make other payments to us;

use assets as security in other transactions; and

= sell certain assets or merge with or into other companies.

In addition, the Credit Facility includes other and more restrictive
covenants and prohibits us from prepaying the Notes and




Existing Notes while borrowings under the Credit Facility
are outstanding. The Credit Facility also requires us to maintain
certain financial ratios and meet other financial tests. The failure
to comply with these covenants could resuit in an event of
default, which, if not cured or waived, could require us to repay
these borrowings before their scheduled due date. If we were
unable to make this repayment or otherwise refinance these
borrowings, the lenders under the Credit Facility could foreclose
on our assets. In addition, these lenders could elect to declare
all amounts borrowed under the Credit Facility, together
with accrued interest, to be due and payable, which, in some
instances, would be an event of default under the indentures
governing the Notes. If we were unable to refinance these bor-
rowings on favorable terms, our results of operations and finan-
cial condition could be adversely impacted by increased costs
and less favorable terms, including rates and covenants. Any
future refinancing of the Credit Facility is likely to contain similar
restrictive covenants.

Furthermore, the terms of the purchase agreement with
respect to our Preferred Stock, among other things, restricts our
ability and the ability of our subsidiaries to:

m incur additional debt;

m pay dividends on shares of our common stock or
repurchase shares of our common stock;

m enter into certain types of transactions with affiliates; and
m sell or acquire certain assets.

Our failure to comply with these terms would result in a breach
of this agreement, which could have a material adverse effect
on our business. In addition, without the consent of the GS
Funds, we cannct issue shares of common stock for 18 months
following the sale of the Preferred Stock, which could adversely
affect our liquidity (see “Liquidity and Capital Resources” for a
description of the Preferred Stock).

3. Declining usage of print yellow pages directories
and changes in technology
Since 1997, overall usage of printed yellow pages directories in
the United States has declined. We cannot assure you that
usage of our yellow pages directories will remain stable and not
decline. We believe that declines in usage of printed directories
are in part a result of increased usage of Internet-based directo-
ry products. We cannot assure you that we will be able to pro-
vide services over the Internet successfully or that we will be
able to compete successtully with other Internet-based directory
services. Any declines in usage could impair our ability to main-
tain or increase advertising prices, cause businesses that
purchase advertising in our yellow pages directories to reduce
or discontinue those purchases and discourage businesses
that do not purchase advertising in our yellow pages directories
from doing so. Any of the factors that may contribute to a
decline in usage of our printed directories, or a combination of
them, could impair our revenues and have a material adverse
effect on our business.

The yellow pages directory advertising business is subject
to changes arising from developments in technology, including
information distribution methods and users' technological

preferences. The use of the Internet by consumers as a means
to transact commerce may result in new technologies being
developed and services being provided that could compete
with our products and services. As a result of these factors, our
growth and future financial performance may depend on our
ability to develop and market new products and services and
create new distribution channels, while enhancing existing prod-
ucts, services and distribution channels, in order to incorporate
the latest technological advances and accommodate changing
user preferences, including the use of the Internet. If we fail

to anticipate or respond adequately to changes in technology
and user preferences or are unable to finance the capital
expenditures necessary to respond to such changes, our
results of operations or financial condition could be materially
adversely affected.

4. §BC’s or DonTech’s actions could adversely

impact our business

DonTech is our 50/50 perpetual partnership with an affiliate of
SBC Communications Inc. (“SBC"). As the exclusive sales agent
for SBC directories in lllinois and northwest Indiana, DonTech

is responsible for the management of its sales forces, including
compensation, recruiting and training and other sales related
matters. As the publisher, SBC has responsibility for and control
over all other matters, including, without limitation, product
development, pricing, scheduling, marketing, distribution, billing,
collections, credit and customer service. While we believe that
DonTech and its economic interests are generally aligned with
those of SBC with respect to SBC's yellow pages directory oper-
ations, SBC could implement policies and decisions (in which
DonTech or we would likely have little or no participation or influ-
ence) and/or perform its obligations in a manner that could have
a material adverse effect on our results of operations or financial
condition and, potentially, on our relationship with SBC. We
cannot assure you that any such poticies or decisions would

not have a material adverse effect on our results of operations,
financial condition or our relationship with SBC. We also
maintain a large receivable balance from SBC and any liquidity
difficulties that SBC may experience could materially impact

our results of operations or financial condition.

The DonTech partnership agreement and related SBC con-
tractual arrangements have perpetual terms. These arrange-
ments only terminate upon the occurrence of certain enumerat-
ed events, including, without limitation, the unremedied breach-
es of certain material provisions thereof, the mutual agreement
of the parties, the bankruptcy of a partner or parent or a change
in control of a partner (excluding a change in control of the ulti-
mate parent company of the partner). In addition, under applica-
ble law, the contractual arrangements potentially may not remain
in effect in perpetuity. We cannot assure you that the DonTech
relationship will remain in full force and effect into perpetuity,
without material modification or at all, that DonTech and SBC will
perform all of their respective material obligations (particularly
payment obligations) under these agreements or that SBC will
not seek to terminate these arrangements. In the event any such
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party seeks to terminate these contractual arrangements, the
other party may dispute such attempted termination and. in
such case, a court or arbitrator may be required to determine
the appropriateness of any such attempted termination. We
cannot assure you as to the outcome of any such proceeding.
Any such termination or material modification of the agreements
or failure by SBC or DonTech to perform their respective material
obligations would have a material adverse effect on our resuits
of operations or financial condition.

5. Competition

The U.S. directory advertising industry is highly competitive.
More than 240 independent publishers operating in the United
States compete with regional bell operating company ("RBOC”)
directory publishers and other telephone utility publishers. in
most markets, we compete with one or more yellow pages direc-
tory publishers, which are predominantly independent publish-
ers. In some markets, we compete on a limited basis with RBOC
directory publishers in adjacent markets. One of these publish-
ers, Verizon Information Services, the directory business affiliat-
ed with Verizon Communications, inc., has announced plans to
publish directories and offer local Internet directory services in
markets beyond where Verizon Communications offers tocal
phone service, including in several SPA markets. Effectively,
Verizon Information Services will be competing as an independ-
ent publisher in those markets. While no other RBOC or utility
publisher has announced similar plans, we cannot assure you
that other RBOC or utility publishers will not do so in the future.
Many of the parent companies of these telephone utility publish-
ers are larger than us and have greater financial resources than
we have. No assurances can be given that we will be able to
compete effectively with these other publishers for advertising
sales or acquisitions in the future.

We also compete for advertising sales with other media,
including newspapers, magazines, radio, direct mall, the
Internet and television. Many of these competitors are larger
than us and have greater financial resources than we have.
Additionally, advances in technology have brought new partici-
pants, new products and new channels to the industry, including
increasing use of electronic delivery of directory information
as an advertising medium. We cannot assure you that we
will be able to successfully compete in responding to any such
developments.

In addition, the Telecommunications Act of 1996, which
effectively opened local telephone markets to increased compe-
tition, may adversely impact the market position of telephone
utilities, including those with which we have relationships.
Because the Telecommunications Act of 1996 has opened local
telephone markets to increased competition, we cannot assure
you that Sprint, or SBC will remain a dominant local telephone
service provider in its local service areas. If Sprint were no
longer a dominant local telephone service provider in any partic-
ular local service area, our license to be the exclusive publisher
for Sprint in its markets and to use the Sprint brand name
on our directories in those markets may not be as valuable as
we presently anticipate, and we may not realize some of the
anticipated benefits under our commercial arrangements with

Sprint and its affiliates. If SBC was no longer a dominant
local telephone service provider in any DonTech service area,
the financial results we recognize from DonTech could be
adversely affected.

6. Our ability to successfully integrate SPA into

our operations

The integration of SPA into our operations involves a number
of risks, including:

w difficulty integrating operations and personnel at different
locations;

® diversion of management attention;

® potential disruption of ongoing business because of

the unknown reactions to the combination of SPA and us by
vendars, customers and other key constituencies;

= difficulties in assimilating the technologies, services and
products of SPA;

& inability to retain key parsonnet;

= inability to successtully incorporate acquired business
components with our existing infrastructure; and

® inability to maintain uniform standards, controls, procedures
and policies.

If we are unable to effectively integrate operations and person-
nel in a timely and efficient manner, we may not realize the ben-
efits expected from the acquisition. Failure to overcome these
risks or any other problems encountered in connection with

the acquisition could slow our growth or lower our quality of
services, which could reduce customer demand.

7. Reliance on, and extension of credit to, small- and
medium-sized businesses

A significant portion of our revenue is derived from selling adver-
tising to small- and medium-sized businesses. In the ordinary
course of our yellow pages publishing business, we exiend
credit to these advertisers for advertising purchases. Small-
and medium-sized businesses, however, tend to have fewer
financial resources and higher financial failure rates than large
businesses. In addition, collection procedures for delinquent
accounts can take an extended period of time and inveolve
increased costs. Conseguently, we could be adversely affected
by our dependence on and our extension of credit to small-
and medium-sized businesses.

8. Dependence on third-party providers of printing,
distribution and delivery services

We depend on third parties for the printing and distribution of
our directories. We currently have two contracts for the printing
of our directories with R.R. Donnelley & Sons (“R.R. Donnelley"}.
Although these contracts do not expire until December 2005
and December 2007, because of the large print volume and
specialized binding of directories, there are a {imited number of
companies capable of servicing our printing needs. Accordingly.
the inability or unwillingness of R.R. Donneliey to provide




printing services to us on acceptable terms or at all could
have a material adverse effect on our business. No common
ownership or other business affiliation exists between R.R.
Donnelley and us.

We also have contracts for the delivery of our directories to
the individual households and businesses in the geographic
area covered by the directories. These confracts are scheduled
to expire in February 2004 and may be terminated by our ven-
dors upon 120 days written notice. There are a limited number
of companies capable of servicing our delivery needs.
Accordingly, the inability or unwillingness of our current vendors
to provide delivery services to us on acceptable terms or at all
could have a material adverse effect on our business.

9. General Economic Factors

Our business results could be adversely affected by a pro-
longed national or regional economic recession. Typically, our
advertising revenues, as well as those of yellow pages publish-
ers in general, do not fluctuate widely with economic cycles.
However, such a prolonged national or regional economic reces-
sion could have a material adverse effect on our business,
results of operations or financial condition. In addition, any
residual economic effects of, and uncertainties regarding (i) the
terrorist attacks that occurred on September 11, 2001, (i) the
general possibility, or express threat or future occurrence of sim-
ilar terrorist or other related disruptive events, or (iii) the threat of
or the United States’ involvement i war, especially with respect
to the major markets in which we operate that depend heavily
upon travel, tourism or the military, could also adversely affect
our business.

10. Fluctuations in the price and availability of paper

After the acquisition, our principal raw material is paper, which
our printer currently purchases on our behalf at agreed upon
prices. These prices are at or near the spot market price,

as we do not currently have long-term purchase arrangements
or commitments from paper mills or other outside suppliers.
Accordingly, we are subject to price increases and delays in
receiving this principal raw material. Further, changes in the
supply of, or demand for, paper could affect delivery times and
prices. As conditions warrant, we may enter into longer term
supply agreements in the future. Paper is one of our largest
variable cost items and will account for approximately 10% to
15% of annual operating expenses. We cannot assure you that
we will have available necessary raw materials at reasonable
prices or that any increases in paper costs would not have

a material adverse effect on our business, results of operations
or financial condition.

11. The sale of advertising to national accounts is
coordinated by third parties that we do not control

We expect that approximately 15% of our revenues in 2003

will be derived from the sale of adveriising to national or large
regional companies. such as rental car companies, automaobile
repair shops and pizza delivery businesses, that purchase
advertising in several of our directories. In order to sell advertis-
ing to these accounts, we contract with CMRs. who are inde-

pendent third parties that act as agents for national companies
and design their advertisements, arrange for the placement of
those advertisements in directories and provide billing services.
As a result, our relationships with these national advertisers
depend significantly on the performance of these third party
CMRs whom we do not control. Although we believe that rela-
tionships with these CMRs have been mutually beneficial, if
some or all of the CMRs with whom we have established
relationships were unable or unwilling to provide services to us
on acceptable terms or at all, such inability or unwillingness
couid materially adversely affect our business.

12. Turnover among our sales force or key management

Our success depends to a significant extent on our ability to
identify, hire, train and retain qualified sales personnel in each of
the markets in which we operate. We expend a significant
amount of resources and management time on identifying and
training our sales representatives. Our ability to attract and retain
qualified sales personnel depends on numerous factors, includ-
ing factors outside of our control, such as conditions in the local
employment markets in which we operate. A decrease in

the number of sales representatives could adversely affect our
results of operations, financial condition and liquidity, as well

as our ability to service our debt.

Furthermore, we depend on the continued services of key
personnel, including our experienced senior management team
as well as our regional sales management personnel. Although
we beligve that we could replace our senior management team
and other key employees within a reasonable time period should
the need arise, the loss of these key personnel could have a
material adverse effect on our business.

13. The loss of important intellectual property rights.

Some of our trademarks such as the “Sprint” and “Donnelley”
brand names and other intellectual property rights are important
to our business. We rely upon a combination of copyright and
trademark laws as well as contractual arrangements, including
licensing agreements, particularty with respect to Sprint markets,
to establish and protect our intellectual property rights. We are
required from time to time to bring lawsuits against third parties
in order to protect our intellectual property rights. Similarly, we
are, and from time to time, expect to be, party to proceedings
where third parties challenge our rights. We cannot be sure that
any lawsuits or other actions brought by us will be successful or
that we will not be found to infringe the intellectual property
rights of third parties. Although we are not aware of any material
infringements of any trademark rights that are significant to our
business, any lawsuits, regardless of their outcome, could result
in substantial costs and diversion of resources and could have a
material adverse effect on our business, financial condition or
results of operations. In addition, we only have rights to use the
Sprint name and diamond logo in certain markets. The loss of
important inteflectual property rights such as trademarks could
have a material adverse effect upon our business, financial
condition and rasuits of operations.




R.H. Donnelley Corporation

Part 1, Item 7, continued

14. Impact of bankruptcy proceedings against Sprint during
the term of the SPA commercial arrangements

Contract rights under the directory services license agresment,
trademark license agreement and non-competition agreement
with Sprint constitute a substantial portion of our commercial
arrangements with Sprint. Pursuant to these commercial
arrangements, we are the exclusive directory publisher for Sprint
in the markets in which Sprint currently provides telephone serv-
ice and, under certain circumstances, in markets that are
acquired by Sprint in the future. If a bankruptcy case were to be
commenced by or against Sprint, it is possible that all or part of
the directory services license agreement and/or non-competition
agreement could be considered an executory contract and
could therefore be subject to rejection by Sprint or a trustee
appointed in a bankruptcy case pursuant to Section 365 or
Section 1123 of the United States Bankruptcy Code.

If one or more of these agreements were rejected, the
applicable agreement may not be specifically enforceable,
in which case we would have only an unsecured claim for dam-
ages against Sprint for the breach of contract resulting from the
rejection, If the directory services license agreement were
rejected, we would, among other things, no longer be entitled
to be Sprint's exclusive publisher of telephone directories in the
affected markets. We could also lose our right to enforce the
provisions of the agreement under which we have the right to
license trademarks of successor local exchange carriers in the
Sprint markets. If the non-competition agreement was rejected
and specific enforcement was not available, Sprint would,
amaong other things, no longer be precluded from publishing
print telephone directories or seiling local directory advertising
in the applicable restricted markets.

Sprint has created a bankruptcy remote special purpose
vehicle in the form of a limited liability company and contributed
and assigned the trademarks being licensed to us under the
trademark license agreement to this limited liability company.
The operating agreements of this limited liability company
require, among other things, that the board of managers of this
entity include one independent manager that is unaffiliated with
Sprint. The consent of this independent manager is required for
the entity to take certain actions, including, among other things,
commencement of a bankruptcy proceeding. Because the
trademarks were contributed to this Jimited liability company,
our rights under the trademark license agreement are not sub-
ject to rejection in the event of a bankruptcy proceeding involv-
ing Sprint unless there is also a bankruptcy proceeding involving
this limited liability company. Although we believe that the likeli-
hood of this entity being the subject of a bankruptcy proceeding
is limited by this structure and the governing provisions of the
operating agreement, if the trademark license agreement were
rejected in a bankruptcy proceeding, we would lose the right to
use the Sprint brand name for the SPA directories. We cannot
assure you that any loss of rights under certain of these arrange-
ments with Sprint would not have a material adverse effect on
aur financial condition or results of operations.

15. Cur ability to enforce the non-competition

agreement with Sprint

Sprint has agreed, in general, not to publish print telephone
directories or sell local advertising for use in directories in the
acquired markets during the term of the non-competition
agreement. However, under state and federal law, a covenant
not to compete is only enforceable:

& to the extent it is necessary to protect a legitimate business
interest of the party seeking enforcement;

& if it does not unreasonably restrain the party against whom
enforcement is sought; and

# if it is not contrary to the public interest.

Enforceability of a non-competition cavenant is determined by a
court based on all of the facts and circumstances of the specific
case at the time enforcement is sought. For this reason, it is not
possible for us to predict whether, or to what extent, a court will
enforce Sprint's covenants not to compete against us during the
term of the non-competition agreement. If a court were to deter-
mine that the non-competition agreement is unenforceable,
Sprint could compete directly against us in the directory publish-
ing business in the previously restricted markets. We cannot
assure you that our inability to enforce the non-competition
agreement with Sprint would not have a material adverse effect
on our financial condition or results of operations.

Significant Business Development

On January 3, 2003, we completed the acquisition of SPA,

for $2,213.5 million in cash, after a preliminary working capital
adjustment. The purchase price is subject to a final working
capital adjustment. SPA is the publisher of 260 revenue-generat-
ing yellow pages directories in 18 states. Prior to this acquisition,
we acted as a sales agent and pre-press publishing vendor

for SPA for 44 of these directories in 4 states. The acquisition
transforms the Company from a sales agent and pre-press ven-
dor into a leading publisher of yellow pages directories.

To finance the acquisition, we entered into a new $1,525
million Credit Facility, consisting of a $500 million Term
Loan A, a $300 million Term Loan B and a $125 million Revolver.
We also issued $325 million 8 7/8% Notes and $600 million
10 7/8% Notes. Finally, the GS Funds purchased $200 million
of Preferred Stock.

To take advantage of favorable market conditions and to
ensure the timely consummation of the SPA acquisition, we
issued the Notes and borrowed the Term Loan B in December
2002. The total gross proceeds of $1,825 million were deposited
and held in escrow pending the SPA acquisition closing. The GS
Funds also invested an initial $70 milfion through the purchase
of 70,000 shares of Preferred Stock. This investment was a por-
tion of their $200 million commitment. At the closing of the SPA
acquisition, the GS Funds purchased invested the remaining
$130 million of Preferred Stock and we borrowed the Term Loan
A and $10 million under the Revolver.

In connection with the transaction, we entered into a direc-
tory services license agreement, a trademark license agreement
and a non-competition agreement with Sprint. The directory
services license agreement gives us the exclusive right to pro-




duce, publish and distribute directories for Sprint in the markets
where Sprint currently provides local telephone service. The
trademark license agreement gives us the exclusive right to use
certain Sprint trademarks, including the Sprint diamond fogo, in
those markets. The non-competition agreement prohibits Sprint
from producing, publishing and distributing print directories

or selling local advertising in those markets, with certain limited
exceptions. These agreements are all interrelated and each

has initial terms of 50 years, subject tc earlier termination under
specified circumstances.

Prior to the acquisition, we provided sales agency and
pre-press publishing services to SPA. Accordingly, at December
31, 2002, we had an aggregate receivable of $43.3 million for
commissions, pre-press publishing fees and priority distribution
income from SPA. As a result of the acquisition, these receiv-
ables became intercompany items and were included as part ot
the purchase price. Also, long-term liabilities at December 31,
2002 include an amount due to Sprint of $7.0 million, which we
paid in cash at the closing.

The acquisition was accounted for as a purchase business
combination and the purchase price was allocated to the tangi-
ble and identifiable intangible assets acquired and liabilities
assumed based on their respective fair values on the acquisition
date. The results of the SPA business will be included in our
consolidated results from and after January 3, 2003, the
acquisition closing date. Accordingly, the results of SPA are not
included in our audited financial statements at or for the year
ended December 31, 2002.

The allocation of the purchase price to the fair value of
assets acquired and liabilities assumed is shown in the table
below. The purchase price allocation is preliminary and based
on the best information currently available and could change
as additional information arises.

(amounts in millions)

Calculation of allocable purchase price:

Cash 3 22135
Allocable transaction costs 15.1
Total allocable purchase price $ 2,228.6

Estimated allocation of purchase price:
SPA net assets acquired $ 856

Directory Services Agreements 1,625.0
Customer refationships 260.0
Trade names 30.0
Estimated profit on executed sales contracts 8.3
Fair value adjustments
Reverse pre-acquisition deferred revenue 292.8
Reverse deferred directory costs associated
with directories published pre-acquisition (89.5)
Eliminate SPA historical deferred tax
and goodwill (43.5)
Other (14.5)
Fair value of net assets acquired 2,154.2

Goodwill 74.4

Total purchase price $ 2,2286

The Company - Prior to the SPA Acquisition

The discussion below relates to the results of the Company
for the three years ended December 31, 2002. Through 2002,
we were a leading independent marketer of yellow pages
advertising services in the United States. Our business

was organized into two reportable operating segments: the
DonTech Partnership and Directory Advertising Services.

DonTech

DonTech is a 50/50 perpetual partnership with an operating

unit of SBC. DonTech acts as the exciusive sales agent for yel-
low pages directories published by SBC in Hllinois and northwest
Indiana and receives a commission from SBC. Income from
DonTech is comprised of our 50% interest in the net profits of
DonTech and revenue participation income received directly
from an affiliate of SBC. Revenue participation income is based
on a percentage of DonTech advertising sales and comprises
approximately 80% to 85% of the total annual income related to
DonTech. Total income from DonTech accounted for 76%, 79%
and 72% of operating income before General & Corporate costs
and other unallocated expenses for the years ended December
31, 2002, 2001 and 2000, respectively. Certain general and
administrative expenses incurred to support this business are
not allocated to the DonTech segment. As income from DonTech
accounts for a significant portion of our operating income, a
material decline in the advertising sales of DonTech would likely
have a material adverse effect on our results of operations and
financial condition. We also provide certain pre-press publishing
services for those SBC directories for which DonTech sells
advertising, the income from which was included in our DAS
segment as described below. Although DonTech provides
advertising sales of yellow pages and other directory products
similar to DAS, the partnership is considered a separate
operating segment since, among other things, the partnership
has its own Board of Directors and the employees of DonTech,
including its officers and managers, are not our employees.
Following the SPA transaction, DonTech continues to act as a
sales agent for SBC and earn commissions when an advertising
contract is signed. Further, we will continue to account for
DonTech under the equity method of accounting.

Historical Directory Advertising Services

Within our DAS segment, we sold yellow pages advertising for
affiliated entities of Sprint and performed pre-press publishing
services for yellow pages directories. We were the exclusive
sales agent in the greater Orlando, Florida market (“Central
Florida”) for an operating unit of Sprint and the exclusive sales
agent in Nevada, Florida, Virginia and North Carolina for
CenDon LLC (“CenDon"), a joint venture with Centel Directory
Company (“Centel"), a subsidiary of Sprint. Other Sprint affiliates
sold yellow pages advertising in other markets in these states.
We received sales commissions on all advertising sold for Sprint
and CenDon and a priority distribution on our membership inter-
est in CenDon. The amount of priority distribution earned was
based on a percentage of CenDon advertising sales. Prior to the
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acquisition, a material decline in advertising sales in these
markets could have had a material adverse effect on our results
of operations and financial condition.

The DAS segment also included pre-press publishing
services provided to SBC and Sprint for their respective yellow
pages directeries for which we sold advertising under separate-
ly negotiated contracts. The agreement with SBC extends
through 2008. The agreement with Sprint was scheduled to
expire in 2003. We also provided pre-press publishing services
to an unaffiliated third party under an agreement that expired at
the end of 2002. We have jointly agreed to an orderly transition
of work that will take place during the first quarter of 2003.
Revenue from our pre-press publishing services operation
accounted for approximately 42%, 43% and 23% of total consol-
idated revenue in 2002, 2001 and 2000, respectively. However,
going forward, revenue from pre-press publishing services will
account for a significantly lower percentage of total revenue
as consolidated revenues will be considerably higher. DAS also
included all information technology costs.

The results of the DAS segment for 2000 included the
operating results of the Cincinnati proprietary directory business,
the Bell Atlantic sales agency business, the Get Digital Smart
Internet business and equity Josses of ChinaBig.com Limited
(“ChinaBig”) through the dates of transactions that caused
changes in the reporting of each respective business. The 2000
results of DAS also include a one-time operating income benefit
of $15.8 million from the restructuring and extension of the
CenDon Partnership. See “Factors Affecting Comparability”
below for more infarmation.

Critical Accounting Policies

Certain amounts in our financial statements require that manage-
ment make assumptions and estimates based on the best
available information at that time. Actual results could vary from
these estimates and assumptions. Those accounting policies
that involve assumptions or estimates on our part that could
have a material effect on results of operations or financial
condition if the actual results differ from the assumptions or
estimates are presented below. Far additional information on our
accounting policies, see Note 1 to the Consolidated Financial
Statements in item 8.

Principles of Consolidation. The consolidated financial state-
ments include the accounts of R.H. Donnelley Corporation and
its direct and indirect wholly owned subsidiaries All intercompa-
ny transactions and balances have been eliminated, DonTech
is accounted for under the equity method as we do not have
control, but do have the ability to exercise significant influence
over its operating and financial policies. Accordingly, the results
of DonTech are not consolidated in our financial statements, but
our share of its net profits is reported as partnership and joint
venture income in our Consolidated Statements of Operations.

Revenue Recognition. During the three years ended December
31, 2002, we earned sales commission revenue from the sale of
advertising on behalf of Sprint and fees for pre-press publishing
services. As a sales agent for Sprint, we recognized sales com-
mission revenue at the time an advertising contract was execut-

ed with a customer. Sales commission revenue was recorded
net of potential sales allowances, which were estimated, based
on historical experience. If an advertiser was not satisfied with
its yellow pages advertisement (e.g. misspelled business name,
incorrect business address or number, etc.), the publisher had
discretion to adjust the contract value. Since commissions were
earned based on the aggregate value of advertising contracts,
our commissions would have also been adjusted under those
circumstances. Caoncurrent with the recognition of sales commis-
sion revenue, we recorded a sales allowance of approximately
1% of sales commission revenue, based on historical experi-
ence. The amount of sales allowance recorded was subseguent-
ly adjusted based on actual results. Historically, the actual
amount of sales allowances was consistent with our estimates
and significant adjustments were not made, Revenue from
pre-press publishing operations was recognized as services
were performed. We recognize no allowances for pre-press
publishing services.

As a result of the acquisition, we will recognize revenue
from the sale of directory advertising in Sprint Yellow Pages®
directories, and certain related direct costs under the deferral
and amortization method, whereby revenues and direct
costs are recognized ratably over the life of a directory, which
is typically twelve months. Revenue recognition for pre-press
publishing services remains unchanged.

Trade Receivables. Trade receivables represented sales com-
missions earned from the sale of advertising on behalf of Sprint
and fees earned for pre-press publishing services. We estab-
lished an allowance for doubtful accounts for sales commissions
based upon historical experience and contractual limitations.
The sales agency agreement between Centel and us limited
our exposure to bad debts at a specified percentage of sales.
Actual bad debts for CenDon directories over the last three
years exceeded our maximum contractual exposure.
Accordingly, an increase in the actual bad debt rate would not
have directly impacted our results of operations or financial
condition. Under the Central Florida sales agency agreement,
our exposure to bad debts was not contractually limited. We
estimated our bad debt expense based on historical experience
and made subsequent adjustments, if necessary, based on
actual results. Receivables for sales commissions were billed to
the publisher upon directory publication and collected in accor-
dance with contractual provisions, typically in the same month
of publication, but no later than nine months after publication.

Receivables for pre-press publishing services were billed
and collected in accordance with the terms of the applicable
agreement, generally a monthly pro rata amount based on
the annual contract value. If actual volumes exceeded contract-
ed volumes, an additional amount is billed to the publisher
at year-end. Although we will no longer bill Sprint for these serv-
ices, we will continue to bill and collect from SBC through the
end of the contract in 2008.

After the acquisition, our receivables from advertising
sales in Sprint Yellow Pages directories represent the full
contract value of the advertisement as opposed to a commis-




sion on the contract value. Rather than SPA being our trade
debtor, we have assumed a direct billing relationship with direc-
tory advertisers. We biil most local advertisers on a monthly
basis over the life of a directory. See “Concentration of Credit
Risk” below and “ — Forward Looking [nformation —~ Reliance on,
and extension of credit to, small- and medium-sized business-
es.” SBC remains our trade debtor with respect 1o the sale of
advertising in DonTech markets.

Pension and Other Postretirement Benefits. Pension and other
postretirement benefits represent estimated amounts to be paid
to employees in the future. The accounting for benefits reflects
the recognition of these benefit costs over the employee's
approximate service period based on the terms of the plan and
the investment and funding decisions made. The determination
of the benefit obligations and the net periodic penston and other
postretirement benefit costs requires management to make
assumptions regarding the discount rate, return on retirement
plan assets, increase in future compensation and health care
cost trends. Changes in these assumptions can have a signifi-
cant impact on the projected benefit obligation, funding require-
ment and net periodic benefit cost. The assumed discount rate
is the rate at which the pension benefits could be settled. We
use the rates on Aa corporate bonds as a basis for determining
our discount rate assumption. The expected long-term rate of
return on plan assets is based on the mix of assets held by the
plan and the expected long-term rates of return within each
asset class. The anticipated trend of future health care costs is
based on historical experience and external factors. See Note 9
to the Consolidated Financial Statements in Item 8 for further
information regarding our benefit plans.

Effective January 1, 2003, we reduced our rate of return on
plan assets from 9.75% to 8.25%. As a result of low investment
returns over the last few years, as well as our outlook for the
long-term, particularly for equity securities, we determined that
the assumed rate of return of 9.75% no longer reflected our
best estimate of future long-term returns. Based on the current
investment environment and the pension plan’s asset allocation,
we determined that a long-term rate of return of 8.25% better
reflected our expectations for future long-term returns. For the
year ended December 31, 2002, pension income was $1.7 mil-
lion. Had our assumed rate of return on plan assets been 8.25%
at the beginning of 2002, pension income would have been
approximately $0.6 million. We estimate that pension expense
will be approximately $1.2 million in 2003.

Earnings per Share. Basic earnings per common share (EPS)
are generally calculated by dividing income available to com-
mon shareholders by the weighted average number of common
shares outstanding. However, because the Preferred Stock
contains certain participation rights, EITF Topic D-95, “Effect of
Participating Securities on the Computation of Basic Earnings
Per Share,” (“Topic D-95") requires that the dilutive effect of
those securities be included in the weighted average number of
shares outstanding. Furthermore, Topic D-85 requires that the
dilutive effect to be included in basic EPS may be calculated
using either the if-converted method or the two-class method.

However, the dilutive effect of the Preferred Stock cannat be less
than that which would result from the application of the two-class
method. We have elected to use the if-converted method in cal-
culating basic EPS.

Diluted EPS are calculated by dividing net income by the
weighted average common shares outstanding plus common
share equivalents. Common share equivalents include stock
options and warrants, the dilutive effect of which is calculated
using the treasury stock method, and Preferred Stock,
the potential dilutive effect of which is calculated using the
if-converted method.

Concentration of Credit Risk. We maintain a significant receiv-
able balance from SBC for revenue participation income and
pre-press publishing services. The revenue participation receiv-
able is subject to adjustment, based on collections by SBC from
individual advertisers; however, the adjustment is limited based
on contractual provisions. The receivables for revenue participa-
tion and pre-press publishing services are recorded at net real-
izable value. We do not foresee a material credit risk associated
with the collection of these receivables, although we can give
no assurance that full payment will continue to be received on
a timely basis. At December 31, 2002, we also had aggregate
receivables from SPA for commissions, pre-press publishing
fees and priority distribution income of $43.3 million. As a result
of the aquisition, these receivables became intercompany items.
After the acquisition, a significant portion of our net rev-
enue is derived from selling advertising to local smali- and
medium-sized businesses. These advertisers enter into twelve-
month advertising sales contracts and typically make monthly
payments over the term of the contract. Some advertisers pre-
pay the full amount or a portion of the contract value. Most
advertisers, including all new advertisers, are subject to a credit
review, and if the advertiser qualifies, we extend credit to them
for their advertising purchase. Small- and medium-sized busi-
nesses tend to have fewer financial resources and higher finan-
cial failure rates than large businesses. In addition, full collection
of delinguent accounts can take an extended period of time and
involve increased costs. While we do not believe that extending
credit to our local advertisers will have a material adverse
affect on our results of operations and financial condition, no
assurances can be given. We do not require collateral from our
advertisers, although we do charge interest to advertisers who
do not pay within specified due dates. National advertising
is typically paid in full within 30 days of directory publication by
the associated CMR.

Employee Stock Options. We follow Accounting Principles
Board Opinion No. 25, “Accounting for Stock Issued to
Employees” and related interpretations (APB 25) in accounting
for our stock option plans, and, accordingly, no compensation
expense related to the issuance of stock options to employees
or non-employee directors has been recognized in the three
years ended December 31, 2002. We also grant stock options to
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certain key employees of DonTech. Because DonTech employ-
ees are not our employees, current accounting rules reguire that
we recognize compensation expense aver the vesting period
based on the fair value of the options. We recognized compen-
sation expense of $0.2 million, $0.7 million and $0.2 million in
2002, 2001 and 2000, respectively.

In 2002, opticns to purchase 1,486,000 shares of our
common stock (“Founders Grant”) were granted to certain
employees contingent on the consummation of the SPA acquis-
tion. Under APB 25, we will recognize expense of $5.1 million
over the next four years.

The following table reflects the pro forma net income
and earnings per share assuming we applied the fair value
method of SFAS No. 123 “"Accounting for Stock-Based
Compensation.” The pro forma disclosures shown are not nec-
essarily representative of the effects on income and earnings
per share in future years.

(amounts in miflions,

except per share data) 2002 2001 2000
Net income
As reported $67.2 3498 $ 124.8
Pro forma $64.6 $47.6 $123.0

Net income available

to common
As reported $425 $498 $1248
Pro forma $39.9 $476 $123.0
Basic earnings per share
As reported $ 1.42 $1.65 $3.91
Pro forma $1.33 $1.59 $3.95
Diluted earnings per share
As reported $ 1.40 $1.61 $3.83
Pro forma $1.32 $1.54 $3.78

The fair value of stock options used to compute the pro forma
disclosures is estimated using the Black-Scholes option-pricing
model with the following weighted average assumptions:

2002 2001 2000
Dividend yield 0% 0% 0%
Expected volatility 35% 35% 35%
Risk-free interest rate 3.1% 4.8% 6.6%
Expected holding period 4 years 4 years 4 years

In December 2002, the Financial Accounting Standards Board
("FASB”) issued FAS 148, "Accounting for Stock-Based
Compensation - Transition and Disclosure — an amendment to
FAS 123.” This statement provides alternative methods of transi-
tion for a voluntary change to the fair value method of account-
ing for stock based employee compensation. In addition,

the statement amends the disclosure requirements of FAS 123
to require prominent disclosures in both annual and interim
financial statements about the method of accounting for stock
based employee compensation and the effect on reported
results. The statement is effective for calendar year 2003;
however, at this time, we do not intend to voluntarity adopt the
provisions of FAS 123.

New Accounting Pronouncements

In April 2002, the FASB issued FAS 145, “Rescission of FASB
Statements No. 4, 44, and 64, Amendment of FASB Statement
No. 13, and Technical Corrections.” This statement, among other
things, changes the way gains and losses from the extinguish-
ment of debt are reported. Previously, all gains and losses from
the extinguishment of debt were required tc be reported as an
extraordinary item, net of related tax effect. Under FAS 145,
gains and losses from the extinguishment of debt should be
reported as part of on-going operations, unless the extinguish-
ment of debt is both an unusual and infrequent event for the
entity. Previously reported extraordinary gains and losses from
the extinguishment of debt that are not unusual or infrequent
should be reclassified. This statement is effective for calendar
year 2003; however, as permitted, we adopted this statement at
the end of 2002. Previously reported extraordinary losses from
the extinguishment of debt have been reclassified. Accordingly,
interest expense includes the write-off of deferred financing
costs associated with the prepayment of debt of $0.5 million,
$0.7 million and $1.1 miflion in 2002, 2001 and 2000, respective-
ly. The adoption of this statement did not impact previously
reported net income.

In June 2002, the FASB issued FAS 148, “Accounting for
Costs Associated with Exit or Disposal Activities.” FAS 146
addresses the accounting and reporting for costs associated
with exit or disposal activities and nullifies Emerging Issues Task
Force Issue 94-3, “Liability Recognition for Certain Employee
Termination Benefits and Other Costs to Exit an Activity (includ-
ing Certain Costs Incurred in a Restructuring).” This statement
is effective for transactions initiated after December 31, 2002
and is to be applied prospectively.

In November 2002, the FASB issued FASB Interpretation
No. 45, “Guarantor’s Accounting and Disclosure Requirements
for Guarantees, Including Indirect Guarantees of Indebtedness
of Others,” This Interpretation elaborates on the disclosures to
be made by a guarantor in financial statements about its obliga-
tions under certain guarantees that it has issued. It also clarifies
that a guarantor is required to recognize, at the inception of
the guarantee, a liability for the fair value of the obligaticn under-
taken in issuing the guarantee. The recognition and measure-
ment provisions are applicable on a prospective basis to
guarantees issued or modified after December 31, 2002. The
disclosure requirements are effective for financial statements for
periods ending after December 15, 2002. We do not guarantee
any obligations of third parties (including DonTech), however
its indirect subsidiaries jointly and severally, fully and uncondi-
tionally guarantee the debt obligations of R.H. Donnelley Inc.
See Note 13 to the Consolidated Financial Statements in ltem 8.

See Note 1 to the Consolidated Financial Statements in
ltem 8 for additional information on our accounting policies.




Results of Operations
Three Years Ended December 31, 2002

Factors Affecting Comparability

During 2000, the following transactions resulted in a pre-tax net gain of $86.5 million ($53.5 million after-tax) and a one-time
operating income benefit of $15.8 million:

m We executed an agreement with affiliates of Bell Atlantic Corporation, (now known as Verizon Communications,

“Bell Atlantic”), for the early termination of our sales agency agreements, sold our Cincinnati proprietary operations and
ceased operations of our Get Digital Smart Internet business (“GDS").

m We restructured and extended the CenDon sales agency relationship through 2010. The original relationship

was set to expire in 2004.

m in connection with an investment by an unaffiliated third party in ChinaBig, we became a passive investor, and as such,
no longer recognized our share of the losses of ChinaBig.

Disposition of Businesses and Related Cost Cutting Actions
On April 27, 2000, we sold our Cincinnati proprietary directory business to Yellow Book USA, Inc. for $8 million.

On June 30, 2000, we entered into an agreement with Bell Atlantic for the early termination of the directory services agreements,
as amended (the "Agency Agreements”) between Bell Atlantic and us. Pursuant to the Agency Agreements, we served as exclusive
sales agent for Bell Atlantic directories covering substantially all of New York State. The Agency Agreements were scheduled
to expire in 2003 and 2005. Under the terms of the agreement, we received a termination payment of $114 million and commission
payments for those sales that occurred prior to the closing.

In December 2000, we ceased operations of GDS. GDS was formally launched in February 2000 in the Miami / Ft. Lauderdale
market 1o test the economic viability of providing a variety of products and services designed {o deliver a comprehensive package
of Internet marketing and e-commerce capabilities tc small- and medium-sized locai businesses. While the test demonstrated
that there was a demand for the products and services being offered, GDS was not broadly capable of providing an adequate
return on investment within its originaily planned time horizon. We recognized one-time costs of $2.9 million related to the shutdown
of the business.

We also implernented cost-cutting measures in 2000, including headcount reductions, at our pre-press publishing facility in
Raleigh and corporate headquarters consistent with the new operating structure.

CenDon Partnership Restructuring and Extension

Effective for directories that published after June 30, 2000, we entered into a series of agreements with SPA that effectively restruc-
tured the CenDon Partnership as a limited liability company and extended the sales agency arrangement through 2010 (“CenDon
Restructuring”). Both the partnership agreement and sales agency agreement were set to expire in 2004. The revised arrangement
focused our responsibilities on sales and certain pre-press publishing services and established us as the exclusive sales agent for
SPA's directory products in the markets previously covered by the partnership agreement. SPA assumed responsibility for the printing
and delivery of directories, which were previously performed by the CenDon Partnership, and related support services such as
marketing, customer service and collections, which were previously performed by us. Under the revised arrangement, SPA managed
CenDon. We received sales commissions on all advertising sold, and in consideration for transferring control over the publishing
functions to SPA, we also receive a priority distribution. The priority distribution was designed to allow us to maintain the same level
of profitability that we would have earned under the predecessor CenDon Partnership through its scheduled expiration date in 2004.
Under the revised arrangement, total payments from CenDon (sales commission plus priority distribution) were expected to average
approximately 37% of CenDon advertising sales through 2004. Starting with sales into 2005 directories, we would not have received
a priority distribution but would have received a supplemental sales commission for sales into 2005 through 2007 directories.

Total payments from CenDon (sales commission plus supplemental sales commission) in 2005 were expected to be approximately
35% of CenDon advertising sales and to decline four percentage points per year through 2007. For sales into 2008 through 2010
publications, we would have received our base 23% commission on CenDon advertising sales.

Under the revised arrangement. revenue and related costs were recognized at the time of sale. whereas, under the previous
CenDon Partnership, where we shared responsibility for the publishing and delivery functions, revenue and related costs were
recognized at the time of directory publication. Accordingly, a one-time operating income benefit of $15.8 million was recorded in
2000 related to advertising sales made and costs incurred prior to the effective date of the agreement for directories that published
subsequent to the effective date of the agreement.
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ChinaBig Investment and Impairment Charge

We presently have a nominal 18% interest in ChinaBig, which publishes yellow pages directories and offers Internet directory servic-
es in the People's Republic of China. In connection with an equity investment by an unaffiliated third party and in order to facilitate
the raising of additional capital and provide greater flexibility, on June 15, 2000, ChinaBig and each existing investor restructured
the existing joint venture agreement of ChinaBig to, among other things, significantly reduce our ability to influence the operations of
ChinaBig. As a result, we became a passive investor in ChinaBig and began to account for this investment under the cost method.
Prior to June 15, 2000, we accounted for this investment under the equity method. Therefore, subsequent to Juna 15, 2000, equity
losses of ChinaBig were no longer recognized in the consolidated statement of operations.

In November 2001, we received an independent third party valuation of ChinaBig's current business plan, capital needs and
outlook for profitability and cash flow. The valuation was conducted in connection with a proposed equity financing. The results of the
valuation provided a range of possible estimated fair values for ChinaBig, all of which implied that the fair value of this investment
was substantially lower than the carrying value of $13.4 million. Accordingly, an impairment charge of $11.4 million was recorded in
2001 to write this investment down to an amount that we believed was the best estimate of the current fair value of the investment
at that time. After reviewing ChinaBig’s 2002 operating results, we determined that sufficient evidence did not exist to support
the carrying value of this investment and that the probability of realizing any value from this investment in the foreseeable future was
remote. Accordingly, an additional impairment charge of $2.0 million was recorded to write off the remaining book value of the
investment in 2002.

Restructuring and Special Charge

In 2001, a restructuring and special charge of $18.6 million was recorded in connection with executive management
employment transition arrangements and the expiration of a pre-press publishing contract, which was expected to result in the
elimination of approximately 100 positions during 2002. The charge included:

& $9.9 million associated with executive management transition arrangements, including severance,
accrued pension benefits and other related costs;

= $3.3 million for other employee severance and related costs;

s $4.4 million for idle Jeased space in the Raleigh publishing facility and planned relocation of the corporate
headquarters due to excess capacity; and

# $1.0 million for professional fees and the write-off of assets no longer considered useable.

As a result of the SPA acquisition, we determined that certain costs originally anticipated in the restructuring charge would not be
incurred. Specifically, idle leased space in the Raleigh publishing facility will now be utilized, planned severance and other

related costs will be significantly less and the corporate headquarters is no longer expected to be relocated. Accordingly, income of
$6.4 million was recognized in 2002 from the reversal of $6.7 million of the original reserve, partially offset by a charge of $0.3 million
for additional costs paid in connection with the executive management transition.

As Adjusted Resuits

Due to the disposition of businesses during 2000 and the one-time benefit from the CenDon Restructuring, we have presented 2000
results on both a reported basis and an as adjusted basis to facilitate comparisons with 2001 and 2002 reported results. The as
adjusted information was derived by excluding from the reported amounts the revenue, advertising sales, and expenses of the Bell
Atlantic, Cincinnati and GDS operations through the date of their disposition, as well as the one-time items from the CenDon
Restructuring. We believe the as adjusted information is more indicative of our underlying financial and operational performance and
better reflected the results of our continuing businesses at that time. The as adjusted information does not purport to represent what
our actual results would have been had the transactions occurred as of the assumed dates or to project the results of operations or
financial condition for any future period.

We have historically presented both the reported resuits and as adjusted information for 2000 as described above in our
Management's Discussion and Analysis of Financial Condition and Results of Operations. In addition, our narrative discussion of the
results and underlying reasons for variances from one period to another focused on the as adjusted information because manage-
ment believed it was more indicative of underlying financial and operating performance. However, in response to the Securities
and Exchange Commission's recent adoption of Regulation G and related rules, the discussion below focuses on the underlying
reasons and causes of variances in the reported amounts from one period to the next. We have maintained the tabular presentation
of both the reported results and as adjusted information and disclosure of reconciling items for comparative purposes.




Net Revenue

During the reporting periods, revenue was derived entirely from our DAS segment (with the exception of $0.2 million of revenue
from GDS in 2000). As a sales agent for Sprint, we earned commission revenue based on the annual billing value of advertisements
sold for Sprint directories in the period ("Sprint calendar sales”). Sales commission revenue was recorded net of an estimate for
potential claims allowances. We also earned revenue from providing pre-press publishing services.

The amount of commission revenue recognized was directly correlated to Sprint calendar sales recorded during the period.
We managed the sale of advertising on a directory-by-directory basis and organized each directory into a sales campaign. A typical
sales campaign lasts two to five months and ends approximately two months before a directory is scheduled to be published.
Therefore, changes in the beginning and ending dates of a sales campaign and the actual sales recorded at any point during the
campaign can vary from one period to the next. These variations could have caused sales commission revenue in the period to
be materially different from the prior comparative period. Reported and as adjusted net revenue were as follows:

2002 vs. 2001 2001 vs. 2000
(amounts in milions} 2002 2001 2000 $ Change % Change $ Change % Change
Reported
Commission revenue $ 43.1 $ 427 $ 1157 3 04 0.9% $ (73.0) (63.1)%
Sales allowances (0.4) 1.1 (6.9) (1.5) n/m 8.0 n/m
Net commission revenue 42.7 43.8 108.8 (1.1) (2.5) (65.0) (68.7)
Pre-press publishing fees 311 329 323 (1.8) (5.5) 0.6 1.9
Total revenue - DAS 73.8 76.7 141.1 (2.9) (3.8) (64.4) (45.6)
GDS - - 0.2 - - (C.2) n/m
Total $ 738 $ 787 $ 1413 $ (29 (3.8)% $ (64.6) (45.7)%
As adjusted
Commission revenue ? $ 4341 $ 427 $ 472 $ 04 0.9% $ (49) {9.5)%
Sales allowances @ (0.4) 1.1 (2.2) (1.5) n/m 3.3 n/m
Net commission revenue 42.7 438 45,0 (1.1) (2.5) (1.2) 2.7)
Pre-press publishing fees 31.1 329 32.3 (1.8) (5.5) 0.6 19
Total revenue - DAS 73.8 76.7 77.3 (2.9} (3.8) (0.6) (0.8)
GDS® - - - ~ - - ~
Total $ 738 $ 767 $ 773 $ (2.9 (3.8)% $ (0.6) (0.8)%

#Excludes Bell Atiantic commission revenue of $47.4 million and sales aliowances of $4.7 million and a revenue benefit of $21.0 million
from the CenDon Restructuring in 2000.

® Excludes revenue for GDS in 2000.

Net revenue was $73.8 million, $76.7 million and $141.3 million for 2002, 2001 and 2000, respectively. Net commission revenue
decreased $1.1 million in 2002 compared to 2001 primarily due to the reversal of $1.4 million of sales claims allowances in 2001.
Fees from pre-press publishing services declined $1.8 million primarily due to a reduction in volumes resulting from the expiration
of a pre-press publishing contract in December 2002.

Net revenue in 2001 declined $64.6 million, or 45.7% from 2000 primarity due to the loss of revenue in 2001 from the Bell
Atlantic business and a revenue benefit of $21.0 million in 2000 from the CenDon Restructuring. Revenue from Bell Atlantic in 2000
was $42.8 million. On an as adjusted basis, revenue in 2000 was $77.3 million, which was in-line with 2001 revenue.

Calendar Advertising Sales

Commission revenue, priority distribution income from Sprint, and revenue participation income from SBC, are directly correlated to
the value of advertising sales made during the period. The table below sets forth the value of advertising that we sold on behalf

of Sprint (and Bell Atlantic in 2000) and that DonTech sold on behalf of SBC during the periods noted. DonTech manages its selling
process in a manner similar to how we manage our selling process. Accordingly, the annual billing value of advertisements sold

for SBC directories in the period ("DonTech calendar sales”) can vary from one period to the next due to changes in the beginning
and ending dates of a sales campaign and the actual sales recorded at any point during the campaign.
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Reported and as adjusted calendar sales by segment were as follows:

2002 vs. 2001 2001 vs. 2000
(amounts in mitions) 2002 2001 2000 $ Change % Change § Change % Change
Reported
DonTech $ 4029 $ 4226 $ 4282 $ (19.7) (4.7Y% $ (68) (1.3)%
DAS 186.8 185.3 469.5 1.5 0.8 (284.2) (60.5)
Total $ 589.7 $ 607.9 $ 8977 3 (18.2) (3.0)% $ (289.8) (32.3)%
As adjusted
DonTech $ 4029 $ 422.6 $ 4282 $ (19.7) (4.7)% $  (5.6) (1.3)%
DAS @ 186.8 185.3 191.7 1.5 0.8 (6.4) (3.3)
Total $ 589.7 $ 607.9 $ 6199 $ (18.2) (3.0)% $ (120) (1.9%

® Excludes Bell Atlantic sales of $182.0 million and a sales benefit from the CenDon Restructuring of $95.8 million in 2000.

Calendar sales were $589.7 million, $607.9 million and $897.7 million for 2002, 2001 and 2000, respectively. DonTech calendar sales
declined 4.7% in 2002 and 1.3% in 2001. The decline in 2002 DonTech calendar sales reflects continued advertiser uncertainty

from weak economic conditions, competition and changes in the servicing of sales campaigns to call on customers closer to the time
when directories publish. The decline in 2001 reflects the weakening economic environment, which began affecting DonTech sales
in the latter part of 2001, increased competition in Chicago and low consumer confidence resulting in advertisers not increasing their
advertising spending and lower new business sales.

DAS calendar sales increased slightly during 2002 compared to 2001 as we began 10 see signs that these markets may be
trending back towards historical growth levels. DAS sales in 2001 decreased 80.5% compared to 2000 mainly due to the loss of Bell
Atlantic sales of $182.0 million and a one-time sales benefit of $35.8 million from the CenDon Restructuring. Excluding these items,
calendar sales declined $6.4 million or 3.3% due to the weakening economy, tighter credit standards in light of the weakening econo-
my and increased uncertainty among advertisers in certain Sprint markets. The effects of the weakening economy and increased
uncertainty were exacerbated in the tourist-based markets of Las Vegas and Orlando.

Publication Advertising Sales
Management also reviews and analyzes the value of advertising sales on behalf of Sprint (and Bell Atlantic in 2000) and by DonTech
on behalf of SBC in directories that published during the period ("publication sales”). We compare publication sales for the period
against publication sales for the same directories published in the prior year period (a "same store sales” type metric). We believe
that a comparison of publication sales from one period to another gives an indication of underlying sales growth in directories as this
metric removes the timing factors associated with a sales campaign. However, publication sales did not have a direct
carrelation to our reported revenue or profitability in the indicated period because calendar sales drive revenue and profitabitity and
occur prior to publication dates.

Reported and as adjusted publication sales by segment were as follows:

2002 vs. 2001 2001 vs. 2000
{amounts in milions) 2002 2001 2000 $ Change % Change $ Change % Change
Reported
DonTech $ 418.2 $ 434.0 $ 4305 $ (15.8) (3.6)% $ 35 0.8%
DAS 184.7 193.5 431.4 (8.8) (4.5) (237.9) (55.1)
Total $ 602.9 $ 827.5 $ 8619 $ (24.6) (3.9)% $ (234.4) (27.2)%
As adjusted
DonTech $ 418.2 $ 434.0 $ 4305 $ (15.8) (3.6)% $ 35 0.8%
DAS ¢ 184.7 193.5 193.3 (8.8) (4.5) 02 0.1
Total $ 6029 $ 6275 $ 6238 $ (24.6) (3.9)% $ 37 0.6%

® Excludes Bell Atlantic sales of $238.1 miltion in 2000.

Publication sales were $602.9 million, $627.5 million and $861.9 million for 2002, 2001 and 2000, respectively. For 2002, publication
sales at DonTech declined 3.6% and publication sales at DAS declined 4.5% compared to 2001, These declines were due to difficult
economic conditions, reduced spending by advertisers and uncertainty and caution in the small business market foliowing the events
of September 11, 2001. Two of our largest sales campaigns, Sprint's Las Vegas and SBC's Chicago Consumer directories, were in
their peak selling period immediately after Septernber 11th. Both these directories published in early 2002 with the advertising sales
value of the 2002 publications being substantially below the value of the 2001 publications. However, since our revenue and prof-




itability were driven by calendar sales, the shortfall in the 2002 Las Vegas and Chicago Consumer directories were reflected
in our 2001 results and did not directly impact our revenue or profitability in 2002.

Publication sales at DonTech in 2001 were relatively flat compared to 2000 as sales in 2001 were adversely affected by the
weakening economy, uncertainty among advertisers and increased competition. DAS publication sales declined $237.9 million,
or 55.1% mainly due to the loss of publication sales from the Bell Atlantic business in 2001. Publication sales in 2000 from Bel!
Atlantic were $238.1 million. Publication sales from Sprint in 2001 were flat compared to 2000 due to the weakening economy,
tighter credit standards in light of the weakening economy and increased uncertainty among advertisers, especially in the tourist

based market of Orlando.

Expenses

Reported and as adjusted expenses were as follows:

2002 vs. 2001 2001 vs. 2000
{amounts in milions) 2002 2001 2000 $ Change % Change $ Change % Change
Reported
Operating expenses $ 46.4 $ 478 $101.0 3 (1.4) (2.9)% $ (583.2) (52.7)%
G&A expenses 6.4 16.6 252 (0.2) (1.2) (8.6) (34.1)
Restructuring and special charge (6.4) 18.6 - (25.0) n/m 18.6 n/m
Investment impairment charge 2.0 11.4 - (9.4) n/m 11.4 n/m
D&A expense 6.3 10.8 15.4 (4.5) (41.7) (4.6) (29.9)
Total $ 64.7 $105.2 $1416 $ (40.5) (38.5)% $ (36.4) (25.7)%
As adjusted
Operating expenses ? $ 46.4 $ 478 $ 503 $ (1.4 (2.9)% $ (25 (5.0)%
G&A expenses ° 16.4 16.6 225 (0.2) (1.2) (5.9) (26.2)
Restructuring and special charge 6.4) 18.6 - (25.0) n/m 18.6 n/m
Investment impairment charge 2.0 11.4 - (9.4) n/m 1.4 n/m
D&A expense © 6.3 10.8 12.7 (4.5) (41.7) {1.9) (15.0)
Total $ 64.7 $105.2 $ 855 $ (40.5) (38.5)% $ 197 23.0%

®Excludes operating expenses for Bell Atlantic of $30.4 million, Cincinnati of $0.7 million, GDS of $9.0 million and expenses in connection with
the CenDon Restructuring of $10.6 million in 2000.

°Excludes general and administrative expenses for Bell Atlantic of $2.4 million and Cincinnati of $0.3 million in 2000.

°Excludes depreciation and amortization expense of $2.8 million for Bell Atlantic and $0.1 miltion for Cincinnati in 2000.

Operating expenses were $46.4 million, $47.8 million and $101.0 million for 2002, 2001 and 2000, respectively. The decrease in 2002
operating expenses compared to 2001 was primarily due to a faverable settlement of $1.1 million for CenDon Partnership advertiser
receivables (the “CenDon settlement*) and reduced headcount through attrition in our Raleigh facility. In 2002, we settled CenDon
Partnership accounts receivable issues for approximately $2.1 million less than the amount reserved in our financial statements to
cover potential losses. The remaining $1.0 million benefit was recognized as partnership income. We established reserves for

these receivable issues over time as we became aware of relevant facts and circumstances. While we were a party to the CenDon
Partnership, the reserves established were offset against partnership income. Subsequent to the CenDon Restructuring, the reserves
established were charged to expense. Accordingly, the reversal of the reserves established was recorded to the same accounts to
which the origina! reserve was recorded.

Operating expenses in 2001 decreased $53.2 million, or 52.7% compared to the prior year as 2000 includes $40.1 million of
operating expenses from the Bell Atlantic, Cincinnati and GDS businesses and one-time expenses of $10.6 million from the CenDon
Restructuring. The remaining decrease in operating expenses in 2001 was due to lower sales compensation related costs proportion-
ate to the decrease in sales, the full year effect of cost savings initiatives implemented during 2000 and the absence of sales and
production costs associated with our cable television yellow pages product, which was discontinued at the end of 2000.

General and administrative (G&A) expenses were $16.4 million, $16.6 million and $25.2 million for 2002, 2001 and 2000, respec-
tively. G&A expense benefited in 2002 from lower salary and benefit costs due to the executive management transition, but these
savings were offset by $1.2 million of expenses incurred in connection with the SPA acquisition. The majority of acquisition-related
expenses were capitalized as part of the transaction. GRA expenses in 2001 decreased $8.6 million compared to 2000 primarily due
to a full year effect of the cost savings initiatives implemented during 2000. Due to reduced headcount, savings were realized frormn
Jower salary and benefit costs, lower facilities costs due to the consolidation of staff and the elimination of corporate planning and
international development efforts. In addition, $2.7 million of G&A expenses from the Bell Atlantic and Cincinnati businesses incurred
in 2000 were not incurred in 2001.

See “Factors Affecting Comparability — Restructuring and Special Charge and ChinaBig Investment and Impairment Charge”
for a discussion of the amounts reflected in the above table.
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Depreciation and amortization expense was $6.3 miltion, $10.8 million and $15.4 million in 2002, 2001 and 2000, respectively.
Depreciation and amortization expense has been steadily declining as a result of reduced capital spending, including software
development, the write-off of assets from the disposition of businesses and significant software development costs incurred in our
Raleigh pre-press publishing operation in 1995 and 1996 becoming fully amortized during 2000 and 2001,

Partnership and Joint Venture income

Partnership and joint venture income (“partnership income”) includes our 50% share of the net income of DonTech, revenue
participation income from SBC and the priority distribution on our membership interest in CenDon LLC. In 2000, partnership income
also included equity losses from our ChinaBig investment, Effective June 16, 2000, we began to account for this investment under
the cost method. Partnership income was as follows:

2002 vs. 2001 2001 vs. 2000
(amounts in millions) 2002 2001 2000 § Change % Change $ Change % Change
DonTech $ 7.1 $122.4 $124.0 $ (5.3 (4.3)% $ (1.6) (1.3)%
CenDon 12.8 17.6 24.8 2.2 125 (7.2) (29.0}
ChinaBig - - (1.1) - - 1.1 n/m
Total $ 136.9 $140.0 $147.7 3 (3.1) (2.2)% $ (7.7) (5.2)%

Partnership income was $136.9 million, $140.0 miltion and $147.7 million for 2002, 2001 and 2000, respectively. Partnership income
from DonTech decreased $5.3 million in 2002 and $1.6 million in 2001 primarily due to the decline in DonTech calendar sales of 4.3%
and 1.3% in 2002 and 2001, respectively. As previously stated, DonTech calendar sales have declined due to a weakening economy,
low consumer confidence in certain markets and competition.

Partnership income from CenDon increased $2.2 million in 2002 partially due to the increase in calendar sales coupled with an
increase in the priority distribution rate in 2002 from 12.9% to 13.2%. Partnership income for 2002 also included a $1.0 million benefit
from the CenDon settlement. Partnership income from CenDon in 2001 decreased $7.2 million compared to 2000. The decrease is
mainly due to a benefit of $5.4 million from the CenDon Restructuring in 2000 and lower sales in 2001.

Operating Income

QOperating income from DonTech includes our 50% share of the net profits of DonTech and revenue participation income from SB8C.
Operating income from DAS includes the results of, and those costs directly incurred by, each constituent business unit, less an
allocation of certain shared expenses based on estimated business usage. General & Corporate represents overhead and adminis-
trative costs that are not allocated to the DAS business units. Reported and as adjusted operating income were as follows:

2002 vs. 2001 2001 vs. 2000
(amounts in millions}) 2002 2001 2000 $ Change % Change $ Change % Change
Reported
DonTech $ 7.1 $122.4 $124.0 $ (5.3 (4.3)% $ (1.6) (1.3)%
DAS 38.2 329 48.1 53 16.1 (15.2) (31.6)
General & Corporate {13.7) (13.8) (15.8) C.1 Q7 2.0 12.7
GDS - ~ (8.9) - - 8.9 n/m
Segment Operating Income 141.6 141.5 147.4 0.1 {0.0) (5.9) (4.0)
Restructuring and special charge 6.4 (18.6) -~ 25.0 n/m (18.6) n/m
investment impairment charge (2.0) (11.4) - 9.4 n/m (11.4) n/m
Total $ 146.0 $111.5  $147.4 $ 345 30.9% $ (35.9) (24.4)%
As adjusted
DonTech $ 1174 $1224 $124.0 $ (8.3) (4.3)% $ (1.6) (1.3)%
DAS 38.2 329 26.0 5.3 16.1 6.9 26.5
General & Corporate {13.7) (13.8) (15.8) 0.1 0.7 2.0 12.7
GDS*® - - - - - - -
Segment Operating Income 141.6 1415 134.2 0.1 (0.0) 7.3 54
Restructuring and special charge 6.4 (18.8) - 25.0 n/m (18.6) n/m
Investment impairment charge 2.0} (11.4) - 9.4 n/m {(11.4) n/m
Total $ 146.0 $ 1115 $134.2 $ 345 30.9% $ (22.7) (16.9)%

@ Excludes an operating income benefit of $15.8 million from the CenDon Restructuring, operating income for Bell Atlantic of $7.3 million
and operating loss for Cincinnati of $1.0 million in 2000,

® Excludes the operating loss of $8.9 million for GDS in 2000,




Operating income was $146.0 mitiion, $111.5 million and $147.4 million in 2002, 2001 and 2000, respectively. Operating income
from DonTech decreased $5.3 million in 2002 and $1.6 million in 2001. See “Partnership and Joint Venture Income” above for further
details of the decrease in DanTech operating income. Operating income from DAS increased $5.3 million in 2002 compared to 2001
due to higher sales at Sprint, the contractual increase in the priority distribution rate and the benefit from the CenDon settlement. This
increase was partially offset by a reversal of $1.4 million of sales claims allowances in 2001. DAS operating income also benefited
from lower software amortization expense as the significant amount of investment in software development made at the Raleigh pub-
lishing facility in 1995 and 19396 was fully amortized during 2000 and 2001. DAS operating income in 2001 decreased $15.2 million
compared to 2000 as operating income for 2000 included a one-time benefit of $15.8 million from the CenDon Restructuring and
operating income of $6.3 million from Bell Atlantic and Cincinnati. The decrease in 2001 operating income caused by these items
was partially offset by lower information technology and publishing costs due to the full-year benefit of cost cutting initiatives and
strategic actions taken in 2000 plus higher Sprint income from cost management and controls and the reversal of pricr period sales
claims allowances.

General and Corporate costs were consistent with last year as lower salary and benefit costs from the executive management
transition in 2002 were offset by $1.2 million of costs related to the acquisition of SPA. General and Corporate costs decreased
$2.0 million in 2001 compared to 2000 primarily due to cost cutting initiatives and headcount reductions that resulted in lower
salary and benefit costs, lower rental costs, the elimination of corporate planning and international development efforts and lower
depreciation expense.

interest and Taxes

Interest expense was $35.5 million, $27.4 million and $35.9 million in 2002, 2001 and 2000, respectively. Interest expense for

2002 includes $12.7 million of interest incurred on the $1,825 million of proceeds from Term Loan B and the Notes that were held in
escrow. Interest expense, excluding the interest on the funds in escrow, was $22.8 million, $4.6 million lower than 2001 due to
lower outstanding borrowings and lower interest rates. Interest income in 2002 of $2.0 million includes $1.5 million of income on the
funds held in escrow. interest expense in 2002 and 2001 benefited from prepayments of $65 million of debt in 2001 and $90 miliion
of debt in 2000.

The effective tax rate for 2002, 2001 and 2000 was 40.0%, 41.9% and 38.2%, respectively. The effective tax rate in 2002 and
2001 was impacted by the ChinaBig investment impairment charges, which were not deductible against income for tax purposes.
These charges represent capital losses and can only be offset against capital gains. These charges also gave rise to a deferred tax
asset of $6.1 million that can only be realized by offsetting future capital gains. Given our current business portfolio and projections
of future results, we believe that the probability of generating future capital gains to realize this asset is remote. Accordingly, a valua-
tion allowance for the full value of the asset was established.

Other (expense) income

Other (expense) income in 2002 consisted of a $1.5 million charge related to our interest rate swap and a $1.0 million reversal of
remaining reserves related to the disposition of businesses in 2000. Other (expense) income in 2000 consisted of the net gain on the
disposition of businesses.

As a result of the then-pending repayment of existing variable rate debt in connection with the SPA acquisition, our interest rate
swap no longer qualified for hedge accounting treatment at December 31, 2002, Accordingly, a charge of $1.5 million, previously
recognized in accumulated other comprehensive loss on the balance sheet, was taken against earnings.

The calculation of the gain recorded in 2000 for the disposition of businesses included certain reserves established in connec-
tion with the termination of the Agency Agreements with Bell Atlantic. These reserves were based on the best information available
to us at the time of the transaction. At December 31, 2002, we believe that sufficient time has elapsed since the transaction and that
no additional costs will be incurred. Accordingly, remaining reserves of $1.0 million were reversed into income.

Net income and net income available to common sharehoiders

Net income was $67.2 million, $49.8 million and $124.8 million in 2002, 2001 and 2000, respectively. The dividend on the Preferred
Stock, whether paid in cash or allowed to accrue, reduces net income and the residual is net income available to common sharehold-
ers. For 2002, net income was reduced by a Preferred Stock dividend of $24.7 million to derive net income available to common
shareholders of $42.5 million.

The amount of the Preferred Stock dividend includes the stated 8% dividend of $0.5 million {pro rata for the period cutstanding)
and a deemed dividend for a beneficial conversion feature (“BCF”) of $24.2 million. The BCF is a function of the conversion price
of the Preferred Stock ($24.05), the fair value of the warrants {$5.3 million based on the Black Scholes mode! and an exercise price
of $26.28) and the fair market value of the underlying common stock on the date of issuance ($29.92). The full amount of the BCF is
treated as a deemed dividend in 2002 as the Preferred Stock was convertible into common stock immediately after issuance.

An additional BCF of $38.2 million resulted from the issuance of 130,000 additional shares of Preferred Stock to the GS Funds
in January 2003, which will be recorded as a deemed dividend in the first quarter 2003.
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Earnings Per Share

Basic earnings per common share (EPS) are generally calculated by dividing income available to common shareholders by the
weighted average number of common shares outstanding. However, because the Preferred Stock contains certain participation
rights, Topic D-95 requires that the dilutive effect of those securities be included in the weighted average number of shares
outstanding. Furthermore, Topic D-95 reguires that the dilutive effect included in basic EPS may be calculated using either the
if-converted method or the two-class method. However, the dilutive effect of the Preferred Stock cannot be less than that which
would result from the application of the two-class method.

Diluted EPS are calculated by dividing net income by the weighted average common shares outstanding plus common share
equivalents. Common share equivalents include stock options and warrants, the dilutive effect of which is calculated using
the treasury stock method, and Preferred Stock, the potential dilutive effect of which is calculated using the if-converted method.

For the years ended December 31, 2001 and 2000, basic earnings per share were calculated by dividing net income by
the weighted average common shares outstanding during the year and diluted earnings per share were calculated by dividing net
income by the weighted average common shares outstanding plus potentially dilutive common shares, primarily stock options,
calculated using the treasury stock method.

EPS for the years ended December 31, 2002, 2001 and 2000 are presented below.

(in thousands, except per share data) 2002 2001 2000
Net income available toc common $ 42,475 $49,815 $124,758
Weighted average common

shares outstanding 29,643 30,207 31,947
Dilutive effect of stock options 655 769 647

Weighted average common
and common equivalent
shares outstanding 30,298 30,978 32,594

Earnings per share
Basic $ 142 $ 1865
Diluted $ 1.40 $ 161

3.91
3.83

2 2

The calculation of EPS for 2002 is as follows:

(in thousands, except per share data}

Basic EPS - if-Converted Method

Income available to common $ 42475
Preferred Stock dividend 24,702
Net income $67,177

Weighted average commion
shares outstanding 29,643
Weighted average common equivalent
shares assuming conversion of
Preferred Stock 281
29,924

Basic earnings per share —
if-converted method $ 224

At December 31, 2002, the Preferred Stock was convertible into 2,933,888 shares of common stock. However, since
the Preferred Stock was issued in November 2002, the number of common share equivalents included in the EPS calculation
has been weighted for the actual time the Preferred Stock was outstanding during the year.

Basic EPS - Two-Class Method
Income available to common and

common equivalent $ 42,475
Amount allocable to common shares ' 99%
Rights to undistributed earnings $ 42,051
Weighted average common shares outstanding 29,643
Basic earnings per share -

two-class method $ 142

129643 /(29,643 + 281)
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Diluted EPS

Net income available to common $42,475
Weighted average common

shares outstanding 29,643
Dilutive effect of stock options 655
Weighted average common and common

equivalent shares outstanding 30,298
Diluted EPS $ 140

The conversion of the Preferred Stock was not reflected in the calculation ot diluted EPS because the
effect was anti-dilutive.

Liquidity and Capital Resources

The SPA acquisition was financed through borrowings under our new $1,525 million Credit Facility, the issuance of $325 million

8 7/8% Notes and $600 million 10 7/8% Notes and the issuance of $200 million of Preferred Stock to the GS Funds. To take advan-
tage of favorable market conditions and to ensure the timely consummation of the SPA acgquisition, in December 2002, we incurred
debt under and received the gross proceeds of the Term Loan B and the Notes. The total proceeds of $1,825 million were deposited
and held in escrow pending the closing of the SPA acquisition. Additionally, the GS Funds invested an initial $70 million of their
$200 million commitment through the purchase of 70,000 shares of Preferred Stock and warrants to purchase 577,500 shares of our
common stock in November 2002. We issued the Preferred Stock earlier than anticipated in order to facilitate the cure of a technical
default under the indenture governing the Existing Notes. The technical default resulted from our inadvertent faiture to cause
certain subsidiaries to be added as guarantors to such indenture in 2000. The net proceeds of $69.3 million from the issuance of
Preferred Stock and warrants were used to offset certain restricted payments that were made in 2000 and 2001. As a result, the
technical default was cured.

At December 31, 2002, we had $1,936.5 million of cash and cash equivalents. This amount included the proceeds of $1,825
miltion held in escrow, $69.3 million from the issuance of Preferred Stock and warrants and $34.4 miltion of the $40.0 million drawn
under our previous revolver. Accordingly, $1,928.7 million of the cash on hand at year-end was restricted and intended to be used to
finance the SPA acquisition, repay existing debt and pay transaction costs.

On January 3, 2003, we borrowed $510 million consisting of $500 million Term Loan A proceeds and $10 million under the
Revolver. We also received the proceeds of $1,825 million held in escrow and the GS Funds purchased the remaining $130 million
of Preferred Stock and warrants to purchase 1,072,500 shares of our common stock. These proceeds were used to acquire the
common stock of SPA, repay existing debt and pay transaction costs.

The sources and uses of funds in connection with the acquisition are summarized as follows:

Sources
Proceeds from the Credit Facility $ 1,410.0
Proceeds from the Notes 925.0
Proceeds from the sale of Preferred Stock and warrants 200.0"
Available cash 29.8
Total sources $2,564.8
Uses
Purchase price $22135
Payment of CenDon obligations 14.0
Repay existing debt, including accrued interest 244.2
Fees and expenses 93.1
Total uses $25648

! Calculated prior to the application of a 1% closing payment and other fees.

In connection with a tender offer and exit consent solicitation, $128.8 million of the Existing Notes were repurchased on January 3,
2003. We borrowed an initial $1,410 million under the Credit Facility contingent upon our repurchase of the entire $150 million
aggregate principal amount of the Existing Notes. Any proceeds that were not used to repurchase the Existing Notes were required
to be repaid to the lenders under the Credit Facility. Accordingly, $21.2 million, representing the amount of Existing Notes that
remain outstanding following the tender offer and exit consent solicitation, was repaid to the lenders under the Credit Facility shortly
after the consummation of the acquisition.
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The Credit Facility bears interest, at our option, at either:

& The highest of (i} a base rate as determined by Deutsche Bank Securities Inc., Salomon Smith Barney inc. or

Bear, Sterns & Co. Inc.; (i) the three-month certificate of deposit rate plus 1/2 of 1%, and (iii) the Federal Funds Effective Rate
(as defined) plus 1/2 of 1%; or

= LIBOR rate plus an applicable margin. We may elect interest periods of 1, 2, 3, 6 or 12 months for LIBOR borrowings.

The Credit Facility and the indentures governing the Notes contain usual and customary negative covenants that, among other
things, place limitations on our ability to (i) incur additional indebtedness, including capital leases and liens; (i) pay dividends and
repurchase our capital stock; (i) enter into mergers, consolidations, acquisitions, asset dispositions and sale-leaseback transactions;
(iv) make capital expenditures; and (v) issue capital stock of our subsidiaries. The Credit Facility also contains financial covenants
relating to maximum leverage, minimum interest coverage, minimum fixed charge coverage and maximum senior leverage. The
Revolver and Term Loan A mature December 2008 and the Term Loan B loan matures June 2010. Substantially all of our assets,
including the capital stock of our subsidiaries, are pledged to secure our obligations under the Credit Facility.

The Preferred Stock is convertible at any time at a price of $24.05. The cumulative dividend of 8% is compounded quarterly
and, may be paid in cash or allowed to accrue, at our option. The Credit Facility significantly limits our ability to pay the Preferred
Stock dividends in cash through 2004. The warrants issued in November 2002 have an exercise price of $26.28 and the warrants
issued in January 2003 have an exercise price of $28.62. These warrants can be exercised at any time before they expire on January
3, 2008. We plan to issue treasury stock to satisfy conversion of the Preferred Stock and exercise of warrants.

As a result of the acquisition, we have a significant amount of debt and our debt service requirements are significantly higher
than in the past. Aggregate outstanding debt as of January 3, 2003 was $2,356.2 million. The Term Loan A and Term Loan B require
quarterly principal payments beginning in the first guarter of 2003. In addition to the $21.2 million repaid under the Credit Facility,
we have prepaid an additional $75 million of debt that was outstanding at January 3, 2003. As of March 17, 2003, we have
$125 million of borrowing capacity under the Revolver. The following table sets forth our commitments for debt and lease payments
for the next five years and thereafter. The $58.7 million of required principal payments in 2003 include only the scheduled
principal payments under the Credit Facility and do not include the repayment of existing debt on January 3, 2003 or the $75 million
prepayment of new debt.

2003 2004 2005 2006 2007 Thereafter Total

Debt repayments $58.7 $75.2 $75.2 $75.2 $ 918 $1,8839 $2.2600
Lease commitments 7.0 6.2 2.6 0.4 0.4 1.8 18.4
Total $657 $81.4 $77.8 $758 $ 922 $1,885.7 $22784

Our primary source of liquidity will continue to be cash flows from operations as well as available borrowing capacity under

the Revolver. Cash flows from operations will consist mainly of cash receipts from advertisers from the sale of advertising in our
yellow pages directories, revenue participation payments received directly from SBC based on the value of advertising sales

scld by DonTech and cash distributions from DonTech. Qur primary liquidity requirement will be for principal and interest payments
on our debt.

Our ability to meet our debt service requirements will depend on our ability to generate cash flow in the future. Qur primary
sources of cash flow will consist mainly of cash receipts from the sale of advertising in our yellow pages directories and revenue
participation payments and cash distributions related to DonTech. These sources are directly dependent on the value of yellow pages
advertising sold and can be impacted by, among other factors, general economic conditions, competition from other yellow pages
directory publishers and other alternative products, consumer confidence and the level of demand for yellow pages advertising. We
believe that the cash flow from operations, along with borrowing capacity under the Revolver, will be adequate to fund our operations
and meet our debt service requirements for at least the next 12 to 24 months. However, we make no assurances that our business
will generate sufficient cash flow from operations or that sufficient borrowing will be available under the Revolver to enable us to fund
our operations and meet all debt service regquirements.

Pre-Acquisition Liquidity
Cash flow from cperations in 2002 was $50.0 million compared to $86.9 million in 2001.
The decrease of $36.9 million is mainly due to payments of:

& $13.5 million for the 2001 executive management transition;
= $14.9 million relating to the SPA acquisitions; and
2 $4.9 million of interest on the acquisition financing proceeds placed into escrow.

Cash flow from operations in 2001 increased $4.1 million compared to the $82.8 million in 2000. Payments of accounts payable and
accrued liabilities decreased $53.7 million as 2000 included significant payments for severance and taxes related to the Bell Atlantic
and Cincinnati transactions and cash receipts from the DonTech Partnership and CenDon joint venture in excess of income increased
$8.6 million, primarily due to the timing of cash receipts relative to the recognition of income. Income from DonTech and CenDon is
recognized when a sales contract is executed; however, cash is not received until the publisher bills the advertiser. Therefore, timing




differences exist as to when income is recognized and cash is collected. Partially offsetting these increases were lower collections of
accounts receivable of $41.0 million in 2001 as accounts receivable collections in 2000 included the collection of all outstanding
Bell Atlantic receivables at the time of the buyout of the Agency Agreements.

Cash used in investing activities in 2002 was $1,932.4 million, of which $1,928.7 million represents an increase in restricted
cash intended to finance the SPA acquisition. Capital expenditures were $3.7 million in 2002 and $4.6 million in 2001. in 2001, we
also made our final required investment in ChinaBig of $1.6 million. We currently have no material investment commitments. Cash
provided from investing activities was $109.4 million in 2000, This amount included $122.0 million from the buyout of the Bell Atlantic
Agency Agreements and sale of our Cincinnati operations. Capital expenditures in 2001 were $3.1 million lower than 2000 due to
lower capital requirements resulting from the reduction in headcount and disposition of businesses.

Cash provided by financing activities of $1,875.6 million in 2002 consisted primarily of:

m $1,825 million of proceeds from Term Loan B and the Notes;

& $40.0 million borrowed under our previous existing revolving credit facility, $34.4 million of

which was used to fund interest and underwriting fees into escrow; and

m $69.3 million received from the issuance of Preferred Stock and warrants to the GS Funds; net of
a $62.5 million used to repay debt.

There were no treasury stock repurchases in 2002 as we suspended our share repurchase programs in the first quarter of 2002
while we analyzed various acquisition and growth opportunities.

Cash used by financing activities in 2001 was $121.5 million and consisted of debt prepayments of $65.0 million, treasury
stock repurchases of $64.0 million and proceeds from option exercises of $7.5 million. Cash used by financing activities in 2000 was
$139.1 million and consisted of debt prepayments of $30.0 million and a scheduled principal repayment of $3.0 million, treasury
stock repurchases of $53.6 million and proceeds from option exercises of $7.5 million.

item 7A. Quantitative and Qualitative Disclosure about Market Risk
Pre-Acquisition interest Rate Risk and Risk Management

We were exposed to interest rate risk through our prior credit facility, under which we borrow at prevailing short-term rates. We have
an outstanding interest rate swap agreement with a notional principal amount of $75 million, whereby we pay a fixed rate of 5.9% and
receive floating rate payments based on 3-month LIBOR rates. For 2002, the weighted average rate received was 1.1%. This swap
agreement expires in June 2003. Due to the pending repayment of variable rate debt under our prior credit agreement in conjunction
with the SPA acquisition, at December 31, 2002, the interest rate swap no longer qualified for hedge accounting treatment. We
recognized a charge of $1.5 million in 2002 to record the swap at its fair market value. We expect that changes in the fair value of the
swap in 2003 will result in a gain of approximately $1.5 million as the swap approaches maturity and the fair value declines

to zero. We intend to hold this interest rate swap through its expiration date.

The outstanding interest rate swap exposes us to credit risk in the event that we are in a net gain position and the counterparty
to the agreement does not, or cannot meet its obligation. The notional amount is used to measure interest to be paid or received and
does not represent the amount of exposure to credit loss. The loss would be limited to the amount that would have been received, if
any, over the remaining life of the swap agreement. At December 31, 2002, we were in a net loss position of $1.5 million (see “Market
Risk Sensitive Instruments” below), and therefore, were not exposed to credit risk. The counterparty to the swap is a major financial
institution and, were we in a net gain position, we would expect this counterparty to be able to perform its obligations under the
swap. We use derivative financial instruments for hedging purposes only and not for trading or speculative purposes. A discussion of
our accounting policies and further disclosure relating to these financial instruments is included in Note 1 to the Consolidated
Financial Statements included in Item 8.

Market Risk Sensitive Instruments

The provisions of SFAS 133, “Accounting for Derivative Instruments and Hedging Activities,” as amended by SFAS 137 and

FAS 138 ("SFAS 133"), require that derivative instruments be recorded at fair value. At December 31, 2002, our interest rate swap
did not meet the requirements for hedge accounting treatment and in accordance with SFAS 133, the unrealized fair value of the
swap, which is the difference between what we would have 1o pay to terminate the swap, and the book value of the swap, was

a loss of $1.5 million. This amount was recognized as a non-operating expense in 2002. The fair value of the swap was based on
quoted market prices.

Post-Acquisition Interest Rate Risk and Risk Management

The Credit Facility and Revolver bear interest at variable rates. Accordingly, our earnings and cash flow are affected by changes
in interest rates. On the closing date, the weighted average interest rate of borrowings under the Credit Facility and Revolver was
7.1%. Assuming a 1/8% increase in the average interest rate of these borrowings, annual interest expense would increase approxi-
mately $1.7 million. Under the terms of the Credit Facility, we are required to implement interest rate management strategies that
would allow us to effectively fix the interest rate on at least 50% of our total outstanding debt no later than March 31, 2003. We are
reviewing various strategies and anticipate entering into agreements that would enable us to fix the interest rate of approximately
$250 million of variable rate debt.
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R.H. Donnelley Corporation

Report of Independent Accountants

To the Board of Directors and Shareholders
of R.H. Donnelley Corporation:

In our opinion, the accompanying consolidated balance sheets
and the related consolidated statements of operations, share-
holders’ deficit and cash flows present fairly, in all material
respects, the financial position of R.H. Donnelley Corporation
and its subsidiaries (the “Company”) at December 31, 2002 and
2001, and the results of their operations and their cash flows

for each of the three years in the period ended December 31,
2002, in conformity with accounting principles generally accept-
ed in the United States of America. These financial statements
are the responsibility of the Company's management; our
responsibility is to express an opinion on these financial state-
ments based on our audits. We conducted our audits of these
statements in accordance with auditing standards generally
accepted in the United States of America, which require that
we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the finan-
cial statements, assessing the accounting principles used

and significant estimates made by management, and evaluating
the overall financial statement presentation. We believe that

our audits provide a reasonable basis for the opinion.

/s/ PRICEWATERHOUSECOOPERS LLP

New York, New York
February 21, 2003
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R.H. Donnelley Corporation

Consolidaied Balance Sheels

December 31,
(in thousands, except share and per share data) 2002 2001
Assets
Current Assets
Cash and cash equivalents $ 7,787 $ 14,721
Restricted cash 1,928,700 -
Total cash, cash equivalents and restricted cash 1,936,487 14,721
Accounts receivable
Trade 31,978 29,240
Other 1,582 4,121
Allowance for doubtful accounts (4,772} (6,339)
Total accounts receivable 28,788 27,022
Other current assets 3,399 2,275
Total current assets 1,968,674 44,018
Fixed assets and computer software — net 12,008 14,514
Partnership and joint venture investments 202,236 208,989
Prepaid pension 22,748 20,956
Other non-current assets 17,709 7,504
Total Assets $ 2,223,375 $ 295981
Liabitities, Redeemable Convertibie Preferred Stock
and Shareholders’ Deficit
Current Liabilities
Accounts payable and accrued liabilities $ 18,586 $ 25381
Restructuring and other related liabilities 1,875 16,357
Current portion of long-term debt 13,780 2,846
Total current liabilities 34,041 44,584
Long-term debt 2,075,470 283,904
Long-term restructuring liability - 4,934
Deferred income taxes — net 60,783 52,632
Pension and postretirement benefits 7,264 7,431
Other non-current liabilities 12,958 13,809
Total liabilities 2,190,516 407,294
Commitments and contingencies
Redeemable convertible preferred stock 83,459 -
Shareholders’ Deficit
Common stock, par value $1 per share, authorized — 400,000,000 shares;
issued -~ 51,621,894 shares for 2002 and 2001, respectively 51,622 51,622
Additional paid-in capital 63,913 32,043
Warrants outstanding 5,330
Unamortized restricted stock (327) (336)
Retained earnings (deficit) 13,605 (28,870)
Treasury stock, at cost, 21,900,818 shares for 2002 and 22,231,910 shares for 2001 (164,743) (163,442)
Accumulated other comprehensive loss - (2.330)
Total shareholders' deficit {30,600) (111.313)
Total Liabilities, Redeemable Convertible Preferred Stock and
Shareholders' Deficit $ 2,223,375 $ 295,981

The accompanying notes are an integral part of the consolidated financial statements.




R.H. Donnelley Corporation

Consclidated Statements of Operations

Years Ended December 31,

(in thousands, except per share data) 2002 2001 2000
Gross revenue $ 74,209 $ 75,713 $148,109
Sales allowances (403) 1,026 (6,822)
Net revenue 73,806 76,739 141,287
Expenses
Operating expenses 46,421 47,833 101,029
General and administrative expenses 16,432 16,643 25,143
Restructuring and special (benefit) charge (6,405} 18,556 -
Investment impairment charge 2,000 11,432 -
Depreciation and amortization 6,249 10,767 15,433
Total expenses 64,597 105,231 141,605
Partnership and joint venture income 136,873 139,964 147,693
Operating income 145,982 111,472 147,375
Interest expense {35,499) (27,411) (35,908)
interest income 1,951 1,763 3,912
Other (expense) income (451) - 86,495
Income before income taxes 111,883 85,824 201,874
Provision for income taxes 44,806 36,009 77,116
Net income 67,177 49,815 124,758
8% cumulative dividend on Preferred Stock 544 - -
Deemed dividend on Preferred Stock 24,158 - -
Net income available to common shareholders $ 42,475 $ 49,815 $124,758
Earnings per share
Basic $ 142 $ 165 $ 3,
Diluted $ 140 $ 161 $ 383
Shares used in computing earnings per share
Basic 29,643 30,207 31,947
Diluted 30,298 30,976 32,594
Comprehensive income
Net income available to common shareholders $ 42,475 $ 49,815 $124,758
Unrealized loss on interest rate swaps, net of tax benefit - (2,330) -
Comprehensive income $ 42,475 $ 47,485 $124,758

The accompanying notes are an integral part of the consolidated financial statements.
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Consolidated Statements of Cash Fiows

Years Ended December 31,

(in thousands) 2002 2001 2000
Cash Flows from Operating Activities
Net income $ 67,177 $ 49815 $124,758
Reconciliation of net income to net cash provided by
operating activities:
Depreciation and amortization 6,249 10,767 15,433
Deferred income tax 8,151 (8,281) 2,111)
Provision for bad debts 2,897 2978 4,306
Other noncash charges 1,746 2,481 3,302
Restructuring and special (benefit) charge {6,694) 18,556 -
Investment impairment charge 2,000 11,432 -
Gain on disposition of businesses, net of tax (659) - (53,454)
Loss on hedging activities 1,523 - -
Cash in excess of partnership and joint venture income 6,754 11,893 2,252
(Increase) decrease in accounts receivable {2,513) 292 41,304
(Increase) decrease in other assets {16,394) 263 6,226
Decrease in accounts payable and accrued liabilities (12,014) (14,982) (61,097)
(Decrease) increase in other non-current liabilities {1,268) 1,640 1,847
Net cash provided by operating activities 49,955 86,854 82,766
Cash Flows from Investing Activities
Additions to fixed assets and computer software (3,743) (4,550) (7.717)
Increase in restricted cash (1,928,700} - -
Investment in ChinaBig.com Limited - (1,550) (4,938)
Proceeds from disposition of businesses - - 122,009
Net cash (used in) provided by investing activities {1,832,443) (6,100) 109,354
Cash Flows from Financing Activities
Repayment of debt under Existing Credit Facility (62,500) (65,000} (93,000)
Proceeds from the issuance of Preferred Stock 69,300 - -
Proceeds from the issuance of long-term debt 1,865,000 - -
Purchase of treasury stock - (63,981) (53,627)
Proceeds from employee stock option exercises 3,754 7,511 7,554
Net cash provided by (used in) financing activities 1,875,554 (121,470) (139,073)
(Decrease) increase in cash and cash equivalents {6,934) (40,716) 53,047
Cash and cash equivalents, beginning of year 14,721 55,437 2,390
Cash and cash equivalents, end of year $ 7,787 $ 14,721 $ 55,437
Supplemental Information
Cash interest paid $ 27,627 $ 24,552 $ 36,750
Income taxes paid $ 38,940 $ 39,608 $ 82,698

The accompanying notes are an integral part of the consolidated financial statements.




R.H. Donnelley Corporation

Consolidated Statements of Changes in Shareholders’ Deficit

Common
Stock and Unamortized Retained Other Total
Additional Restricted Earnings Treasury Comprehensive  Shareholders’

(in thousands) Paid-in Capital Warrants Stock (Deficit) Stock Loss Deficit
Balance, December 31, 1999 $ 56,860 $ (152) $(203,443) 3 (46,076) $ (192,811)
Net income 124,758 124,758
Employee stock option exercises,

including tax benefit 11,096 636 11,732
Restricted stock issued 204 (204) -
Stock issued for employee

bonus plans 1,901 120 2,021
Compensatory stock options 176 176
Restricted stock amortization 124 124
Stock acquired for treasury (54,510) (54,510)
Balance, December 31, 2000 70,237 (232) (78,685) (99,830) (108,510)
Net income 49,815 49,815
Employee stock option exercises,

including tax benefit 11,101 585 11,688
Restricted stock issued 292 (297} 5 -
Stock issued for employee

bonus plans 1,408 20 1,498
Compensatory stock options 627 627
Restricted stock amortization 193 193
Stock acquired for treasury (64,292) (64,292)
Unrealized loss on interest rate

swaps, including tax benefit $ (2,330) (2.330)
Balance, December 31, 2001 83,665 (336) (28,870) (163,442) (2,330) (111,313)
Net income 67,177 67,177
Preferred dividend {24,702) {24,702)
Employee stock option exercises,

including tax benefit 4,925 260 5,185
Restricted stock issued 216 (221) 5 -
Stock issued for employee

bonus plans 2,328 106 2,434
Compensatory stock options 243 243
Stock acquired for treasury (1,672) (1,672)
Restricted stock amortization 230 230
Beneficial conversion feature

from issuance of Preferred Stock 24,158 24,158
Issuance of warrants $ 5,330 5,330
Unrealized loss on interest rate

swaps, including tax benefit 2,330 2,330
Balance, December 31, 2002 $115535 § 5,330 $ (327) $ 13,605 $ (164,743) $ - $ (30,600)

The accompanying notes are an integral part of the consolidated financial statements.
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R.H. Donnelley Corporation

Notes to Consolidated Financizl Statements

{in thousands, except share and per share data, uniess otherwise noted)

1. Summary of Significant Accounting Policies

Principles of Consolidation. The consolidated financial state-
ments include the accounts of R.H. Donnelley Corporation and
its direct and indirect wholly owned subsidiaries (the
“Company,” “we,” “us” and “our”). All intercompany transactions
and balances have been eliminated. The DonTech Partnership
is accounted for under the eguity method as we do not have
control, but do have the ability to exercise significant influence
over DonTech’s operating and financial policies. Accordingly.
DonTech’s results are not consolidated in our financial state-
ments, but our share of its net profits is reported as partnership
and joint venture income in the Consolidated Statements
of Operations.

On January 3, 2003, we acquired all the common stock
of Sprint Publishing & Advertising. This business will be included
in our consolidated results from and after the acquisition date.
Accordingly, the operating results of SPA are not included in our
consolidated financial statements at or for the year ended
December 31, 2002. (See Note 17 “Subsequent Events”).

"o

Revenue Recognition. We earn revenue in the form of
commissions from the sale of advertising and fees from our
pre-press publishing services. Sales commission revenue

is recognized net of potential claims allowances at the time
an advertising contract is executed with a customer. Revenue
from pre-press publishing operations was recognized as
services are performed.

Partnership and Joint Venture Income and investments.
Partnership and jcint venture income includes our 50% share of
the net profits of DonTech, revenue participation income from an
affiliate of SBC and the priority distribution income on our
membership interest in CenDon. Revenue participation income
and the priority distribution income are earned and recognized
when a sales contract is executed with a customer. Prior to the
restructuring of the CenDon relationship, which was effective
July 1, 2000, the CenDon Partnership was accounted for under
the equity method and we recognized our 50% share of the

net profits of CenDon. The carrying value of the DonTech
investment, the revenue participation receivable from SBC and
the priority distribution receivable from Sprint is included as
partnership and joint venture investments. The priority distribu-
tion receivable at December 31, 2002 was $16,266. As a

result of the acquisition, this receivable became an intercompa-
ny item and was included as part of the purchase price.

Cash and Cash Equivalents. Cash equivalents include liguid
investments with a maturity of less than three months at their
time of acquisition. At December 31, 2002, cash of $1,928,700
was restricted and intended to be used to finance the SPA
acquisition.

Trade Receivables. Trade receivables represent sales commis-
sions earned from the sale of advertising and fees for pre-press
publishing services. We establish an allowance for doubtful
accounts based on the expected collectibility of receivables

from advertisers based upon historical experience and contrac-
tual provisions. Receivables for sales commissions are billed to
the publisher upon directory publication and collected in
accordance with contractual provisions, typically in the same
month of publication, but no later than nine months after
publication. Receivables for pre-press publishing services are
billed and collected in accordance with the terms of the
applicable agreement.

Trade receivables at December 31, 2002 include $27,206
due from SPA for commissions and pre-press publishing
services. As a result of the acquisition, these receivables
became intercompany items and were included as part of the
purchase price.

Fixed Assets and Computer Software. Fixed assets and com-
puter software are recorded at cost. Depreciation and amortiza-
tion is provided over the estimated useful lives of the assets
using the straight-line method. Estimated useful lives are five
years for machinery and equipment, ten years for furniture and
fixtures, three to five years for computer equipment and five
years for computer software. Leasehold improvements are amor-
tized on a straight-line basis over the shorter of the term of the
lease or the estimated usefu! life of the improvement. Fixed
assets and computer software at December 31, 2002 and 2001,
consisted of the following:

2002 2001
Computer software $ 65,349 $ 62,428
Computer eguipment 39,958 39,150
Machinery and equipment 3,863 3,863
Furniture and fixtures 4,967 4,953
Leasehold improvements 3,824 3,824
Total cost 117,861 114,218
Less accumuiated depreciation
and amortization (105,953) (99,704)

Net fixed assets and computer software $ 12,008 $14,514

Depreciation and amortization expense for the years ended
December 31, 2002, 2001 and 2000 was as follows:

2002 2001 2000
Depreciation of
fixed assets $ 2,823 $ 3,803 $ 5,582
Amortization of
computer software 3,426 6,964 9,901
Total depreciation and
amortization $ 6,248 $ 10,767 $ 15,433

Concentration of Credit Risk. We maintain significant receivable
balances from SBC and Sprint for sales commissions, pre-press
services, revenue participation and priority distribution. The rev-
enue participation receivable from SBC is subject to adjustment,
based on collections by SBC from individual advertisers; howev-




er, the adjustment is limited based on contractual provisions.
Receivables are recorded at net realizable value. We do not
foresee a material credit risk associated with collection, although
we can give no assurance that full payment will continue to be
received on a timely basis. As a resuit of the SPA acquisition,
receivables from Sprint became intercompany items and were
included as part of the purchase price.

Pension and Other Postretirement Benefits. Pension and cther
postretirement benefits represent estimated amounts to be paid
to employees in the future. The accounting for benefits reflects
the recognition of these benefit costs over the employee’s
approximate service period based on the terms of the plan and
the investment and funding decisions made. The determination
of the benefit obligations and the net periodic pension and other
postretirement benefit costs requires management to make
assumptions regarding the discount rate, return on retirement
plan assets, increase in future compensation and health care
cost trends. Changes in these assumptions can have a signifi-
cant impact on the projected benefit obligation, funding require-
ment and net periodic benefit cost. The assumed discount rate
is the rate at which the pension benefits could be settled. We
use the rates on Aa corporate bonds as a basis for determining
our discount rate assumption. The expected long-term rate of
return on plan assets is based on the mix of assets held by the
plan and the expected long-term rates of return within each
asset class. The anticipated trend of future health care costs is
based on histerical experience and external factors. See Note 9
for further information regarding our benefit plans.

Effective January 1, 2003, we reduced our rate of return on
plan assets from 9.75% t0 8.25%. As a result of low investment
returns over the last few years, as well as our outlook for the
long-term, particularly for equity securities, we determined that
the assumed rate of return of 9.75% no longer reflected our
best estimate of future long-term returns. Based on the current
investment environment and the pension plan's asset allocation,
we determined that a long-term rate of return of 8.25% better
reflected our expectations for future long-term returns.

Derivative Financial Instruments. Our derivative financial instru-
ments are limited to interest rate swap agreements used to
manage exposure to fluctuations in interest rates on variable
rate debt. At December 31, 2002, we had an interest rate swap
agreement with a notional value of $75,000 and at December
31, 2001, we had interest rate swaps with a combined notional
value of $125,000. We make fixed-rate payments of 5.9% and
receive variable-rate payments based on 3-month LIBOR rates.
The weighted average rate received was 1.1% in 2002 and 3.0%
in 2001, These periodic payments and receipts are recorded as
part of interest expense. The swap agreement at December 31,
2002 will expire in June 2003. We do not use derivative financial
instruments for trading or speculative purposes.

As a result of the SPA acquisition and repayment of existing
variable rate debt, the $75,000 nctional value interest rate swap
did not qualify for hedge accounting treatment at December 31,
2002. Because the interest rate swap did not qualify for hedge

accounting treatment at December 31, 2002, the unrecognized
fair market value of the swap, previously recognized in

other accumulated comprehensive loss on the balance sheet,
was charged to earnings. Accordingly, a charge of $1,523
was included in other expense, net for the year ended
Decemper 31, 2002.

Income Taxes. We account for income taxes under the liability
method in accordance with SFAS 109, “Accounting for Income
Taxes." See Note 8 for more information regarding our income
tax provision.

Earnings per Share. Basic earnings per common share (EPS)
are generally calculated by dividing income available to com-
mon shareholders by the weighted average number of common
shares outstanding. However, because the outstanding
Preterred Stock contains certain participation rights, EITF Topic
D-95, “Effect of Participating Securities on the Computation of
Basic Earnings Per Share,” requires that the dilutive effect of
those securities be included in the weighted average number
of shares outstanding. Furthermore, Topic D-95 requires that the
dilutive effect to be included in basic EPS may be calculated
using either the if-converted method or the two-class method.
However, the dilutive effect the Preferred Stock cannot be less
that that which would result from the application of the two-class
method. We have elected to use the if-converted method in
calculating basic EPS.

Diluted EPS are calculated by dividing net income by the
welighted average common shares outstanding plus common
share equivaients. Cormnmon stock equivalents include stock
options and warrants, the dilutive effect of which is calculated
using the treasury stock method, and Preferred Stock, the dilu-
tive effect of which is calculated using the if-converted method.
The calculation of basic and diluted EPS for 2002 is presented
below.

Basic EPS - If-Converted Method

Income available to common $42,475
Preferred Stock dividend 24,702
Net income $67,177
Weighted average common

shares outstanding 29,643
Weighted average common equivalent

shares assuming conversion of

Preferred Stock 281

29,942

Basic earnings per share —

if-converted method $ 224

At December 31, 2002, the Preferred Stock was convertible
into 2,933,888 shares of common stock. However, since the
Preferred Stock was issued in November 2002, the number of
common share equivalents included in the EPS calculation
has been weighted for the actual time the Preferred Stock was
outstanding for the year.
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Part II, item 8, Note 1, continued

Basic EPS - Two-Class Method
income available to common and

common equivalent $42,475
Amount allocable to common shares ’ 99%

Rights to undistributed earnings $ 42,051
Weighted average common

shares outstanding 29,643
Basic earnings per share -

two-class method $ 142

129,643 / (29,643 + 281)

Diluted EPS
Net income available to common $42,475
Weighted average common

shares outstanding 29,643
Dilutive effect of stock options 655
Weighted average common and

common eguivalent shares

outstanding 30,298
Diluted EPS $ 140

The conversion of the Preferred Stock was not reflected in the calculation of diluted EPS because the

effect was anti-dilutive.

For the years ended December 31, 2001 and 2000, basic earnings per share are calculated by dividing net income
by the weighted average common shares outstanding during the year and diluted earnings per share are calculated
by dividing net income by the weighted average common shares outstanding plus potentially dilutive common shares,
primarily stock options, calculated using the treasury stock method. The calculation of basic and diluted EPS for the years
ended December 31, 2001 and 2000 and a comparison to the 2002 EPS is presented below.

2002 2001 2000
Net income available to common $42,465 $49,815 $124,758
Weighted average shares
of common stock outstanding
Basic shares 29,643 30,207 31,947
Dilutive effect of stock options 655 769 647
Diluted shares 30,298 30,976 32,594
Earnings per share
Basic $ 1.42 $ 1.65 $ 391
Diluted $ 140 $ 161 $ 383

Employee Stock Options. We follow Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to
Employees” and related interpretations in accounting for our stock option plans, and, accordingly, no compensation
expense related to the issuance of stock options to employees or non-employee directors has been recognized

in the three year period ended December 31, 2002, We also grant stock options to certain key employees of DonTech,
which are considered compensatory under current accounting rules. Compensation expense of $234, $627 and

$176 was recognized in 2002, 2001 and 2000, respectively. The following table reflects the pro forma net income and
earnings per share assuming we applied the fair value method of SFAS No. 123 “Accounting for StockBased
Compensation.” The pro forma disclosures shown are not necessarily representative of the effects on income and

earnings per share in future years.




2002 2001 2000

Net income
As reported $ 67,177 $ 49815 § 124,758
Pro forma $ 64,633 $ 47621 $ 123,045
Net income available
to common
As reported $ 42,475 $ 49815 $ 124,758
Pro forma $ 39,931  $ 47621 $ 123,045
Basic earnings per share
As reported $ 142 $ 165 $ 3.91
Pro forma $ 133 $ 158 $ 3.85
Diluted earnings per share
As reported $ 140 $ 161 $ 3.83
Pro forma $ 132 $ 154 % 378

The fair value of stock options ($8.29 in 2002, $8.81 in 2001 and
$6.15 in 2000) was estimated on the grant date using the Black-
Scholes option-pricing model with the following assumptions:

2002 2001 2000
Dividend vyield 0% 0% 0%
Expected volatility 35% 35% 35%
Risk-free interest rate 3.1% 4.8% 6.6%
Expected holding period 4 years 4 years 4 years

Estimates. The preparation of financial statements in conformity
with generally accepted accounting principles requires manage-
ment {0 make estimates and assumptions that affect the report-
ed amounts of assets, liabilities, revenue and expenses and

the disclosure of contingent assets and liabilities. Actual results
could differ materially from those estimates and assumptions.
Estimates and assumptions are used in the determination of
sales allowances, allowances for bad debts, depreciation and
amortization, employee benefit plans and restructuring reserve,
among others.

Reclassifications. Certain prior year amounts have been
reclassified to conform to the current year's presentation. These
reclassifications had no impact on previously reported results
of operations or shareholders' deficit,

New Accounting Pronouncements. In April 2002, the Financial
Accounting Standards Board (“FASB") issued FAS 145,
“Rescission of FASB Statements No. 4, 44, and 64, Amendment
of FASB Statement No. 13, and Technical Corrections.” This
statement, among other things, changes the way gains and loss-
es from the extinguishment of debt are reported. Previously, all
gains and losses from the extinguishment of debt were required
to be reported as an extraordinary item, net of related tax effect.
Under FAS 145, gains and losses from the extinguishment of
debt should be reported as part of on-going operations, unless
the extinguishment of debt is both an unusual and infrequent
event for the entity. Previously reported extraordinary gains and
losses from the extinguishment of debt that are not unusual or
infrequent should be reclassified. This statement is effective for
calendar year 2003; however, we have adopted this statement
at the end of 2002. Previously reported extraordinary losses from
the extinguishment of debt have been reclassified. Accordingly,

interest expense includes the write-off of deferred financing
costs associated with the prepayment of debt of $482, $704 and
$1,144 in 2002, 2001 and 2000, respectively. The adoption of
this statement did not impact previously reported net income.

fn June 2002, the FASB issued FAS 148, “Accounting for
Costs Associated with Exit or Disposal Activities,” FAS 146
addresses the accounting and reporting for costs associated
with exit or disposal activities and nullifies Emerging Issues Task
Force Issue 94-3, "Liability Recognition for Certain Employee
Termination Benefits and Other Costs to Exit an Activity (includ-
ing Certain Costs Incurred in a Restructuring).” This statement
Is effective for transactions initiated after December 31, 2002
and is to be applied prospectively.

In December 2002, the FASB issued FAS 148, “Accounting
for Stock-Based Compensation — Transition and Disclosure —
an amendment to FAS 123." This statement provides alternative
methods of transition for a voluntary change to the fair value
method of accounting for stock based employee compensation.
In addition, the statement amends the disclosure requirements
of FAS 123 to require prominent disclosures in both annual
and interim financial statements about the method of accounting
for stock based employee compensation and the effect of the
method on reported results. The statement is effective for
calendar year 2003; however, at this time, we do not intend to
voluntarily adopt the provisions of FAS 123.

In November 2002, the FASB issued FASB Interpretation
No. 45, “Guarantor's Accounting and Disclosure Reguirements
for Guarantees, Including indirect Guarantees of indebtedness
of Others.” This Interpretation efaborates on the disclosures 1o
be made by a guarantor in financial statements about its obliga-
tions under certain guarantees that it has issued. It also clarifies
that a guarantor is required to recognize, at the inception of the
guarantee, a liability for the fair vaiue of the obligation undertak-
en in issuing the guarantee. This recognition and measurement
provisions of this Interpretation are applicable on a prospective
basis to guarantees issued or modified after December 31,
2002. The disclosure requirements are effective for financial
statements for periods ending after December 15, 2002.
We do not guarantee any obligations of third parties (including
DonTech); however we and its indirect subsidiaries jointly and
severally, fully and unconditionally guarantee the debt ooliga-
tions of R.H. Donnelley Inc. See Note 13.

2. Restructuring and Special Charge

In 2001, we recognized a restructuring and special charge of
$18,556 consisting of a special charge of $9,937 in connection
with a transition in executive management and a restructuring
charge of $8,619 in connection with the expiration of a pre-press
publishing contract in December 2002. As a result of the SPA
acquisition, management has determined that certain costs orig-
inally anticipated in the restructuring charge will not be incurred.
Specifically, the idle leased space in the Raleigh publishing
facility will now be utilized, planned severance and other related

43



R.H. Donneliey Corporation

Part }i, ltem 8, Note 2, continued

costs will be significantly less and the corporate headquarters will not be relocated. Accordingly, $6,694 of the original charge
was reversed. The table below shows the payments and all adjustments applied against the reserve during 2002.

Executive Professional
Management Other Facilities Fees
Transition Severance Related and Other Total
Restructuring and special charge $ 9,937 $ 3,252 $ 4,380 $ 987 $ 18,556
Reclass of related liabilities 2,735 ~ - - 2,735
Balance at January 1, 2002 12,672 3,252 4,380 987 21,291
2002 activity
Payments applied against reserve (12,961) {161) - {89) (13,211)
Payments charged to expense 289 - - - 288
Adjustments - {1,416} {4,380) {898) {6,694}
Balance at December 31, 2002 $ - $ 1,675 $ ~ $ - $ 1,675

3. Investment Impairment Charges

We have a nominal 18% interest in ChinaBig, which publishes
yellow pages directories and offers Internet directory services

in the People's Republic of China. In 2001, an independent third
party valuation of ChinaBig's current business plan, capital
needs and outlock for profitability and cash flow, prepared in
connection with a proposed equity financing by ChinaBig, indi-
cated that the carrying value of our investment was permanently
impaired. As a result of this valuation, we recorded an impair-
ment charge of $11,432 in 2001. Further, in 2002, ChinaBig did
not achieve its sales objective or generate sufficient operating
cash flows to fund operations and meet its obligations and
needed to obtain shareholder {oans to make up the cash
shortfall. Accordingly, we recorded an additiona! impairment
charge of $2,000 to write-off the remaining book value of this
investment since we believe that sufficient doubt exists as

to ChinaBig's ability to raise sufficient cash either through opera-
tions or additional investments by existing or new investors

and we believe that this investment will not provide any value

in the foreseeable future.

4. Long-term Debt and Credit Facilities

Long-term debt at December 31, 2002 and 2001, consisted
of the following:

2002 2001
Existing 9.125% Senior Subordinated
Notes due 2008 $ 150,000 $150,000
Existing Senior Secured Term Facilities 114,250 136,750
New Senior Secured Credit Facility 900,000 -
New 8.875% Senior Notes due 2010 325,000 -
New 10.875% Senior Subordinated
Notes due 2012 600,000 -
Total 2,089,250 286,750
Less current portion 13,780 2,846
Long-term debt $2,075470 $283,904

The Existing Notes paid interest semi-annually and matured in
June 2008. The Existing Notes were callable at our option at any
time on or after June 1, 2003 at 104.6% of par. This percentage
declined 1.5% after each 12-month period until June 1, 20086,
when the Existing Notes were callable at 100% of par. The carry-
ing value of the Existing Notes was $150,000 at December 31,
2002 and 2001 and the fair value of the Existing Notes,
determined based on the quoted market price, was $150,900
and $154,425, respectively. See Note 17 — Subseguent Events
for additional information relating to the Existing Notes.

The Indenture governing the Existing Notes contained
covenants that, among other things, restricted our ability to
incur certain additional debt and liens and engage in mergers,
consolidations and asset sales. In 2002, we were in technical
default under the Existing Senior Secured Term Facilities
(“Existing Term Facilities”) and the Indenture governing the
Existing Notes resulting from our inadvertent failure to cause
certain subsidiaries to be added as guarantors in 2000. In
November 2002, we received net proceeds of $69,300 from the
issuance of Preferred Stock. These proceeds were used to
offset certain restricted payments that were made in 2000 and
2001. As a result, the technical default was cured. At the SPA
acquisition closing, we retired $128,755 of Existing Notes. As a
result, all covenants under the Existing Notes became void.

The Existing Term Facilities consisted of $74,250 outstand-
ing under committed bank facilities and $40,000 outstanding
under our Existing $100,000 Senior Revolving Credit Facility (the
“Existing Revolver” and together with the Existing Term Facilities,
the “Existing Credit Agreement”). Obligations under the Existing
Credit Agreement were secured by security interests granted to
the lenders in substantially all of our assets, including capital
stock of our existing and newly formed subsidiaries. The Existing
Credit Agreement contained covenants that, among other
things, restricted our ability to engage in mergers, consolida-
tions and asset sales, incur additional indebtedness, pay divi-
dends or create liens and required that we maintain certain
financial ratios. The Existing Credit Agreement borrowings bore
interest at floating rates based on a spread over the London
interbank offered rate (LIBOR) or the greater of either the Prime
rate or the Fed Funds rate plus 50 basis points, at our election.




The weighted average interest rate of outstanding debt under
the Existing Credit Agreement at December 31, 2002 and 2001
was 6.7% and 7.4%, respectively. See Note 17 — Subsequent
Events for additional information relating to the Existing Credit
Agreement.

In connection with the SPA acquisition, we enterad into a
new $1,525,000 Credit Facility, consisting of a $50C,000 Term
Loan A, a $300,000 Term Loan B and a $125,000 Revolver and
issued $325,000 8-year 87/8% and $600,000 10-year 10 7/8%.
At December 31, 2002, gross proceeds of $1,825,000 from
Term Loan B and the Notes were held in escrow pending the
SPA acquisition. See Note 17 — Subsequent Events for additional
closing information relating to this debt.

The Indentures governing the Notes contain covenants
that, among other things, restrict our ability and the ability of our
subsidiaries to incur certain additional debt and liens; pay
dividends on our equity interests or repurchase equity interests;
make certain investments; enter into certain types of transac-
tions with affiliates; receive dividends or other payments
from our restricted subsidiaries; use assets as security in other
transactions; and sell certain assets or merge with or into
other companies.

The New Credit Facility and Revolver bear interest, at our
option, at either (a) the highest of (i) a base rate as determined
by Deutsche Bank Securities Inc., Salomon Smith Barney
Inc. or Bear, Stearns & Co. inc.; (ii) the three-month certificate
of depasit rate plus 1/2 of 1%, and (iil) the Federal Funds
Effective Rate (as defined) plus 1/2 of 1%, plus in each case
an applicable margin or (b) LIBOR plus an applicable margin.
We may elect interest periods of 1, 2, 3, 6 or 12 months for
LIBOR borrowings.

The Credit Facility contains usual and customary negative
covenants that will, among other things, place limitations on our
ability to (i) incur additional indebtedness, including capital
leases and liens; (i} pay dividends and repurchase our capital
stack; {iii) enter into mergers, consolidations, acquisitions, asset
dispositions and sale-leaseback transactions; (iv) make capital
expenditures; and (v) issue capital stock of our subsidiaries.
The Credit Facility also contains financial covenants relating to
maximum leverage, minimum interest coverage, minimum fixed
charge coverage and maximum senior secured leverage. The
Term Loan B loan matures June 2010.

Aggregate maturities of long-term debt at December 31,
2002 were:

2003 $ 13,780
2004 19,872
2005 39,215
2006 77,383
2007 9,000
Thereafter 1,930,000
Total $ 2,088,250

5. Partnership and Joint Venture investments

DonTech. DonTech acts as the exclusive sales agent for yellow
pages directories published by SBC in lilinois and northwest
indiana, Income from DonTech consists of 50% of the net
profits of DonTech and revenue participation income received
directly from SBC, which is based on the value of advertising
sales. Income from DonTech consisted of the following:

Years Ended December 31,

2002 2001 2000
50% share of
DonTech net protits $ 18,480  $ 19,313 $ 20,671
Revenue participation
income 98,666 103,106 103,354
Total DonTech income  $ 117,146  $122,419  $124,025

Our investment in DonTech, including the revenue participation
receivable from SBC, was $185,969 and $193,810 at December
31, 2002 and 2001, respectively.

CenDon. Through 2002, we were the exclusive sales agent in
Nevada, Florida, Virginia and North Carolina for CenDon LLC, a
joint venture with Centel Directory Company (“Centel”), a sub-
sidiary of Sprint. Income from CenDon LLC consisted of a priori-
ty distribution based on a percentage of CenDon advertising
sales. Income from CenDon for the six months ended June 30,
2000 consisted of our 50% interest in the net profit of the
CenDon Partnership, a partnership between the Company and
Centel. This partnership was restructured to a limited liability
company effective July 1, 2000. Income from CenDon LLC and
the CenDon Partnership was $19,727, $17 545 and $24,747 in
2002, 2001 and 2000, respectively.

6. Redeemable Preferred Stock and Warrants

We have 10 million shares of preferred stock authorized
and at December 31, 2002, 70,000 shares of Preferred Stock
were outstanding.

In November 2002, we issued through a private placement
70,000 shares of Preferred Stock and warrants to purchase
577,500 shares of our common stock, for aggregate gross con-
sideration of $70,000. The Preferred Stock is convertible into
common stock at any time after issuance at a price of $24.05
and earns a cumulative dividend of 8% compounded quarterly,
which we may pay in cash or allow to accrue, at our option,

The fair value of the Preferred Stock was based on an inde-
pendent valuation of the security. The value of the warrants,
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($12.18) was determined based on the Black-Scholes model,
with the following assumptions:

Dividend vyield 0%
Expected volatility 35%
Risk-free interest rate 31%

Expected holding period 5 years

The net proceeds received were allocated to the Preferred
Stock and warrants based on their relative fair values. Because
the fair market value of the underlying common stock on the
date of issuance ($29.92) was greater that the conversion price,
a beneficial conversion feature (“BCF") of $24,158 existed.

The BCF is a function of the conversion price of the Preferred
Stock, the fair value of the warrants and the fair market value of
the underlying common stock on the date of issuance. The

BCF was treated as a deemed dividend in 2002. See Note 17-
Subsequent Evenis.

7. Stock Option Plans

We maintain a shareholder approved stock aption plan whereby
certain empioyees and non-employee directors are eligible

to receive stock options, stock appreciation rights, limited stock
appreciation rights in tandem with stock options and deferred
stock. Options are typically granted at the fair market value of
our common stock at the date of the grant. We follow
Accounting Principles Board Opinion Na. 25, "Accounting for
Stock Issued to Employees” and related interpretations in
accounting for our stock option pfan, and, accordingly, we typi-
cally do not recognize compensation expense related to the
issuance of stock options. The options expire not more than

ten years from the grant date and the Board determines vesting

Stock Options Outstanding

provisions at the date of the grant. We have yet to grant any
stock appreciation rights or limited stock appreciation rights.

Non-employee directors receive options to purchase 1,500
shares and an award of 1,500 deferred shares upon election
to the Board. Non-employee directors also receive on an annual
basis, options to purchase 1,500 shares and an award of
1,500 deferred shares. Non-employee directors may also elect
to receive additional options in lieu of their annual cash
retainer fee.

Changes in our stock option plans for the {ast three years
were as follows:

Weighted

Average Exercise
Shares  Price Per Share

Options outstanding,

December 31, 1999 3,570,429 $ 1382
Granted 685,858 16.65
Exercised (631,727) 12.58
Canceled or expired (725,975) 15.40

Options outstanding,

December 31, 2000 2,898,585 14.35
Granted 539,084 25.23
Exercised (585,313) 12.82
Canceled or expired (222,402) 17.22

Options outstanding,

December 31, 2001 2,629,354 16.70
Granted 1,925,995 26.01
Exercised (255,386) 14.70
Canceled or expired (17,342) 24.82

Options outstanding,

December 31, 2002 4,282,621 $20.97
Available for future grants at

December 31, 2002 2,139,270

The following table summarizes information about stock options
outstanding and exercisable at December 31, 2002:

Stock Options Exercisable

Weighted
Average Remaining  Average Exercise

Weighted Weighted

Average Exercise

Range of Exercise Prices Shares Contractuai Life Price Per Share Shares Price Per Share
$9.99-$15.78 1,626,502 5.0 years $14.26 1,280,978 $ 14.08
$16.09 - $29.12 2,756,119 9.1 years $ 24.69 283,679 $ 20.26

4,282,621 7.6 years $ 20.97 1,564,857 $ 15.18

At December 31, 2001, there were 2,629,354 options outstanding at a weighted average exercise price per share of $16.70 and
1,350,153 options exercisable at a weighted average exercise price per share of $14.02. At December 31, 2000, there were
2,898,585 options outstanding at a weighted average exercise price per share of $14.35 and 1,357,603 opticns exercisable at a

weighted average exercise price per share of $12.84.

The options granted in 2002 include a grant of 1,486,000 options (“Founders Grant”) to certain employees contingent on the
consummation of the SPA acquisition. As a result of the sale of Preferred Stock in connection with the SPA acquisition, the change
in control of the Company occurred so that all options granted through the end of 2002, with the exception of the Founders Grant
options and options held by senior management (with respect to which the change in control was waived), became fully vested.
Accordingly, at January 3, 2003, 2,080,071 options were exercisable at a weighted average exercise price of $17.12.




8. Income Taxes

Provision for income taxes consisted of:

2002 2001 2000

Current provision
U.S. Federal $31,545 $39877 $67,475
State and local 5,110 4,313 11,752
Total current provision 36,655 44,290 79,227

Deferred provision (benefit)
U.S. Federal 6,915
State and local 1,236

(7.233)  (1,795)
(1,048) (316)

Total deferred {benefit)

provision 8,151 (8,281) (2,111)

Provision for income taxes $44,806 $36009 $77,116

The following table summarizes the significant differences
between the U.S. Federal statutory tax rate and our effective
tax rate.

2002 2001 2000
Statutory Federal tax rate 35.9% 35.0% 35.0%
State and local taxes,
net of U.S. Federal
tax benefit 3.6 2.5 2.5
Non-deductible expense 1.4 4.4 0.7
Effective tax rate 40.0% 41.9% 38.2%

Deferred tax assets and liabilities consisted of the following
at December 31, 2002 and 2001:

2002 2001
Deferred tax assets
Reorganization and
restructuring costs $ 774 $ 7.821
Bad debts 1,837 2,302
Postretirement benefits 2,246 2,108
Capital loss carryforward 6,094 4,287
Other 1,450 780
12,401 17,299
Valuation allowance {6,094) (4,287)
Total deferred tax assets $ 6,307 $13,012
Deferred tax liabilities
Equity investment $ 56,216 $53,262
Pension 8,556 6,655
Capitalized project costs and
fixed assets 2,318 5727
Total deferred tax liabilities 67,090 65,644

Net deferred tax liability $60,783 $52,632

The investment impairment charge of $2,000 and $11,432 in
2002 and 2001 to write-down the ChinaBig investment
contributed to a deferred tax asset of $6,094. The write-down of
this investment is treated as a capital loss for income tax
purposes and can only be utilized to offset future capital gains.
We do not believe that future capital gains will be generated

to offset against this capital loss. Accordingly, a valuation

allowance was established for the full amount of this asset.
However, we believe that we will obtain the full benefit of other
deferred tax assets based on an assessment of the Company’s
anticipated profitability during the years the deferred tax assets
are expected to become tax deductions.

8. Benefit Plans

Retirement Plans. We have a defined benefit pension plan cov-
ering substantially all employees with at least ane year of serv-
ice. The benefits to be paid to employees are based on years of
service and a percentage of total annual compensation. The
percentage of compensation allocated to a retirement account
ranges from 3.0% to 12.5% depending on age and years of
service ("cash balance benefit”). Benefits for certain employees
who were participants in the predecessor D&B defined benefit
pension plan are also determined based on the participant's
average compensation and years of service (“final average pay
benefit") and benefits to be paid will equal the greater of the
final average pay benefit or the cash balance benefit. Pension
costs are determined using the projected unit credit actuarial
cost methed. Our funding policy is to contribute an amount

at least equal to the minimum legal funding requirement.

No contriputions were required to be made in 2002, 2001 or
2000. The underlying pension plan assets are invested in
diversified portfolics consisting primarily of equity and debt
securifies.

We also have an unfunded non-qualified defined benefit
pension plan, the Pension Benefit Equalization Plan ("PBEP"),
which covers senior executives and certain key employees.
Benefits are based on years of service and compensation
(including compensation not permitted to be taken into account
under the previously mentioned defined benefit pension plan).
We also had an additional unfunded non-gualified defined bene-
fit plan, the Supplemental Executive Benefit Plan (“SEBP"),
which was discontinued at the end of 2001.

We offer a defined contribution savings plan to substantial-
ly all employees and contribute 50 cents for each dollar con-
tributed by a participating empioyee, up 16 a maximum of 6%
of each participating employee’s salary (including bonus and
commissions). Contributions under this plan were $724, $776
and $1,287 for the year ended December 31, 2002, 2001 and
2000, respectively.

Other Postretirement Benefits. We have an unfunded postretire-
ment benefit plan that provides certain health care and life
insurance benefits to those full-time employees who reach retire-
ment age while working for the Company.
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A summary of the funded status of the benefit plans at December 31, 2002 and 2001, was as follows:

Retirement Plans

Postretirement Plan

2002 2001 2002 2001
Change in benefit obligation
Benefit obligation, beginning of period $ 50,660 $ 48,668 $ 5,270 $ 4,960
Service cost 1,414 1,876 140 120
Interest cost 3,726 3,777 370 360
Plan participant contributions - ~ 70 60
Amendments 9 1,227 - (440)
Actuarial loss 4,960 1,689 280 250
Benefits paid {2,907} (3,037) (290} {40)
Special benefits - 3,452 - -
Curtailment loss - 567 - -~
Settlement - (7,559) - -
Benefit obligation, end of period $ 57,862 $ 50,660 $ 5,840 $ 5270
Change in plan assets
Fair value of plan assets, beginning of period $ 63,762 $ 68,463 $ - $ -
Return an plan assets (4,818} (1,751) - -
Employer contributions 7 87 220 (20)
Plan participant contributions - - 70 60
Benefits paid {2,907) (3,037) {290} (40)
Fair vaiue of plan assets, end of period $ 56,108 $ 63762 $ - $ -
Funded status of plans $  (1,754) $ 13,102 $(5,840) $ (5270)
Unrecognized net loss 22,789 6,084 320 40
Unrecognized prior service costs 1,191 1,300 {300) (370}
Net amount recognized § 22,226 $ 20,486 $(5,820) $ (5,600)

Net amounts recognized in the consclidated balance sheets at December 31, 2002 and 2001 were as follows:

Retirement Plans

Postretirement Plan

2002 2001 2002 2001
Prepaid pension $ 22,748 $ 20956 $ - $ -
Other non-current liabilities (522} (470) (5,820) {5,600)
Net amount recognized $ 22,226 $ 20,486 $ (5,820) $ (5,600)

The projected benefit obligation and accumulated benefit obligation for the unfunded PBEP at December 31, 2002

and 2001 was as follows:

2002 2001
Projected benefit obligation $ 800 $ 319
Accumulated benefit obligation 247 38

The net periodic benefit income of the retirement plan for the years ended December 31, 2002, 2001 and 2000 was as follows:

2002 2001 2000
Service cost $ 1,414 $ 1,876 $ 2,336
interest cost 3,726 3,777 3,790
Return on plan assets (6,952) (6,690) (6,397)
Net amortization and deferral 145 210 (259)
Net periodic benefit income $ (1,667) 3 (827) $ (530)

Additionally, a charge of $4,823 was recognized in 2001 for special benefits, the settiement of a portion of the
liability under the PBEP and the curtailment of the SEBP in connection with the executive management transition arrangements.

These casts were included as part of the restructuring and special charge.




The following assumptions were used in determining
the benefit obligation and net pericdic benefit income for the
retirement plan:

2002 2001 2000
Weighted average
discount rate 6.50% 7.25% 7.50%
Rate of increase in
future compensation 3.70% 4.41% 4.66%
Expected return on
plan assets 9.75% 9.75% 9.75%

Effective January 1, 2003, we will reduce our expected return
on plan assets assumption to 8.25%.

The net pericdic benefit expense of the post-retirement
plan for the years ended December 31, 2002, 2001 and 2000
was as follows:

2002 2001 2000
Service cost $ 140 $ 120 $ 330
Interest cost 370 360 430
Net amortization
and deferral {70) (70) -
Net periodic benefit
expense $ 440 $ 410 $ 760

The discount rate used to determine benefit obligation and net
periodic benefit expense for the post-retirement plan was 6.50%,
7.25% and 7.50% for the 2002, 2001 and 2000, respectively.

For measurement purposes, a 10% annual rate of increase
in the per capita cost of covered health care benefits was
assumed for 2003. The rate was assumed to decrease gradually
to 5% through 2011 and remain at that level thereafter. A one-
percentage-point increase or decrease would not have a materi-
al effect on the net periodic postretirement expense. A one-
percentage point increase would have increased the benefit
obligation at end of period by $310 and a one-percentage point
decrease would have decreased the benefit obligation at end
of period by $280.

10. Commitments

We lease office facilittes and equipment under operating leases
with non-cancelable lease terms expiring at various dates
through 2006. The lease of our corporate headguarters extends
through 2011; however, we have the option of canceling this
lease in 2006 for a minimal fee. Rent and lease expense for
2002, 2001 and 2000 was $3,090, $3,534 and $7,065, respec-
tively. The non-cancelable minimum rental payments applicable
to operating leases at December 31, 2002, were:

2003 $ 2,717
2004 2,682
2005 1,364
2006 582
Total $ 7,345

11. Litigation

We are involved in various legal proceedings arising in the
ordinary course of our business, as well as certain extraordinary
litigation and tax matters described below. We periodically
assess our liabilities and contingencies in connection with these
matters based upon the latest information available to us. For
those matters where it is probable that we have incurred a loss
and the loss or range of loss can be reasonably estimated, we
record reserves in our consolidated financial statements. in
other instances, we are unable to make a reasonable estimate
of any liability because of the uncertainties related to both the
probable outcome and amount or range of loss, As additional
information becomes available, we adjust our assessment and
estimates of such liabilities accordingly.

Based on our review of the latest information available,
we believe our uftimate liability in connection with pending legal
proceedings, including the extraordinary litigation and tax
matters described below, will not have a material adverse effect
on our results of operations, cash flows or financial position, as
described further below.

In order to understand our potential exposure under the
extracrdinary litigation and tax matters described below under
the captions “Information Resources, Inc.” and “Tax Matters,”
you need to understand the relationship between us and The
Dun & Bradstreet Corporation, and certain of its predecessors
and affiliates that, through various corporate reorganizations and
contractual commitments, have assumed varying degrees of
responsibility with respect to such matters.

In November 1996, the company then known as The
Dun & Bradstreet Corporation (“D&B1") separated (the “1996
Distripution”) through a spin-off into three separate public
companies: D&B1, ACNielsen Corporation ("ACNielsen”) and
Cognizant Corporation (“Cognizant”). In June 1998, D&B1
separated (the “1998 Distribution”) through a spin-off into two
separate public companies: D&B1, which changed its name to
R.H. Donnelley Corporation (“Donnelley”}, and a new company
named The Dun & Bradstreet Corporation (“D&B2"). Later in
1998, Cognizant separated (the “Cognizant Distribution”)
through a spin-off into two separate public companies: IMS
Health Incorporated (“IMS”) and Nielsen Media Research, Inc.
("NMR™). In September 2000, D&B2 separated (the “2000
Distribution") through a spin-off into two separate public compa-
nies: D&B2, which changed its name to Moody’s Corporation
(“Moody's”}, and a new company named The Dun & Bradstreet
Corporation (“D&B3," and together with D&B1 and D&B2, also
referred to elsewhere in this Form 10-K as “D&B”). As a result of
the form of our separation from D&B, we are the corporate suc-
cessor of, and technically the defendant and taxpayer referred
to below as D&B.

Rockland Yellow Pages. In 1999, Sandy Goldberg, Dellwood
Publishing, Inc. and Rockland Yellow Pages initiated a lawsuit
against the Company and Bell Atlantic Corporation in the United
States District Court for the Southern District of New York. The
Rockland Yellow Pages is a proprietary directory that competes
against a Bell Atlantic directory in the same region, for which we
served as Bell Atlantic’s advertising sales agent through June
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30, 2000. The complaint alleged that the defendants disseminat-
ed false information concerning the Rockland Yellow Pages,
which resulted in damages to the Rockland Yellow Pages. In
May 2001, the District Court dismissed substantially all of plain-
tiffs’ claims, and in August 2001, the remaining claims were
either withdrawn by the plaintiffs or dismissed by the District
Court. The plaintiffs then filed a complaint against the same
defendants in New York State Supreme Court, in Rockland
County, alleging virtually the same state law tort claim previously
dismissed by the District Court and seeking unspecified dam-
ages. In October 2001, defendants filed a motion to dismiss this
complaint. In May 2002, the Court granted defendants’ motion to
dismiss the complaint. Plaintiffs have filed an appeal of this dis-
missal. Nonetheless, we presently do not believe that the final
outcome of this matter will have a material adverse effect on our
results of operations or financial condition.

Information Resources, Inc. In 1896, Information Resources,
Inc. (“IRI"), fited a complaint in the United States District Court
for the Southern District of New York, naming as defendants the
Company, as successor of D&B, ACNielsen Company and

IMS International Inc., at the time of the filing, all wholly owned
subsidiaries of D&B. IRl alleges, among other things, various
violations of the antitrust laws, including alleged violations of
Sections 1 and 2 of the Sherman Act. The complaint also
alleges a claim of tortious interference with a contract and a
claim of tortious interference with a prospective business rela-
tionship. These claims relate to the acquisition by defendants
of Survey Research Group Limited {“SRG"). IR! alleges SRG
violated an alleged agreement with IR! when it agreed to be
acquired by the defendants and that the defendants induced
SRG to breach that agreement. IRI is seeking damages in
excess of $350,000, which amount IRI seeks to treble under
antitrust laws. IR! is also seeking punitive damages of an
unspecified amount. No trial date has been set, and discovery is
ongoing. Under the agreements relating to the 1996 Distribution,
Cognizant, AC Nielsen and D&B agreed to conduct a joint
defense and allocated liabilities amongst themselves. Under the
agreements relating to the 1998 Distribution, D&B assumed

the defense and agreed to indemnify us against any payments
that we may be required to make, including related legal fees.
As required by those agreements, Moody’s Corporation, which
subsequently separated from D&B in the 2000 Distribution,

has agreed to be jointly and severally liable with D&B for the
indemnity obligation to us. At this stage in the proceedings, we
are unable to predict the outcome of this matter. While we
cannot assure you as to any outcome, management presently
believes that D&B and Moody’s have sufficient financial
resources, berrowing capacity and indemnity rights against IMS
and NMR (who succeeded to Cognizant's indemnity obligations
under the Cognizant Distribution) to reimburse us for any
payments we may be required to make and related costs we
may incur in connection with this matter.

Tax Matters. D&B entered into global tax planning initiatives in
the normal course of its business, principally through tax-free
restructurings of both their foreign and domestic operations. The
status of Internal Revenue Service (“IRS") reviews of these initia-
tives is summarized below.

Pursuant to a series of agreements relating to the 1996,
1998, Cognizant and 2000 Distributions, IMS and NMR are joint-
ly and severally liable for, and must pay cne-half, and D&B and
Moody’s are jointly and severally liable for, and must pay the
other half, of any payments over $137,000 for taxes, accrued
interest and other amounts resulting from unfavorable IRS rul-
ings on the tax matters summarized below (other than the matter
summarized below as “Amortization Expense Deductions —
1997-2002," for which D&B and Moody’s (jointly and severally)
are solely responsible). D&B, on our behalf, was contractually
obligated to pay, and did pay, the first $137,000 of tax liability in
connection with the matter summarized below as “Utilization of
Capital Losses - 1989-1990.” Under the agreements relating
to the 1998 Distribution, D&B agreed to assume the defense and
to indemnify us for any tax liability that may be assessed against
us and any related costs and expenses that we may incur in
connection with any of these tax matters. Also, as required by
those agreements, Moody’s Corporation has agreed to be jointly
and severally fiable with D&B for the indemnity obligation ta us.
Under the agreements relating to the 2000 Distribution, D&B and
Moody's have, between each other, agreed to each be financial-
ly responsible for 50% of any potential liabilities that may arise
to the extent such potential liabilities are not directly attributable
to each party’s respective business operations.

While we cannot assure you as to any outcome in these
matters, management presently believes that D&B and
Moody’s have sufficient financial resources, borrowing capacity
and indemnity rights against IMS and NMR (who succeeded
to Cognizant's indemnity obligations under the Cognizant
Distribution) to reimburse us for any payments we may be
required to make and related costs we may incur in connection
with these tax matters.

Utilization of Capltal Losses ~ 1989-71930
In 2000, D&B filed an amended tax return with respect to the
utilization of capital losses in 1989 and 1990 in response to
a formal IRS assessment. The amended tax return reflected an
additional $561,600 of tax and interest due. In 2000, D&B paid
the IRS $349,300 while IMS (on behalf of itself and NMR) paid
approximately $212,300 to the IRS. We understand that this
payment was made under dispute in order to stop additional
interest from accruing, that D&B is contesting the IRS's formal
assessment and would also contest the assessment of amounts,
if any, in excess of the amounts paid, and that D&B has filed
a petition for a refund in the United States District Court. This
case is expected to go to trial in 2004.

Subsequent to making its payment to the IRS in 2000,
IMS sought to obtain partial reimbursement from NMR under the
terms of the agreements relating to the Cognizant Distribution.
NMR paid IMS less than IMS sought. Accordingly, in 2001, IMS
filed an arbitration proceeding against NMR claiming that NMR
underpaid to IMS its proper allocation of the above tax pay-
ments as provided by the agreements relating to the Cognizant
Distribution. Neither D&B nor we were party to the Cognizant
Distribution. IMS nonetheless sought to inciude us in this arbitra-
tion, arguing that if NMR should prevail in its interpretation




against IMS, then IMS could sesk to enforce the same interpre-
tation against us (as successor to D&B) under the agreements
relating to the 1996 Distribution. The arbitration pane! ruled that
we are a proper party to this arbitration proceeding. A decision
from the arbitration panel on the merits is expected during 2003.
I NMR should prevall in the arbitration against IMS and, in turn,
IMS should prevail against us, then we believe that our addition-
al liability would be approximately $15,000, net of tax benefits.
While we believe that the original interpretation of the tax alloca-
tion computation is correct and that the claims of IMS are with-
out merit, if NMR prevails against IMS and in turn IMS prevails
against us in this arbitration proceeding, as noted above, D&B
and Moody's would be jointly and severally obligated to indem-
nify us against any such liability and related costs.

We believe the fact that D&B and IMS have already paid
the IRS a substantial amount of additional taxes with respect to
the contested tax planning strategies significantly mitigates
our risk. While no assurances can be given, we currently believe
that D&B and Moody’s have sufficient financial resources,
borrowing capacity and indemnity rights against IMS and NMR
to reimburse us for any payments we may be required to make
and related costs we may incur with respect to this matter.

Royalty Expense Deductions — 1994-1996

During the second quarter of 2002, D&B (on our behalf)
received a Notice of Proposed Adjustment from the IRS with
respect to a transaction entered into in 1993. In this Notice, the
IRS proposed to disallow certain royalty expense deductions
claimed by D&B on its 1994, 1995 and 1996 tax returns. The IRS
previously concluded an audit of this transaction for taxable
years 1993 and 1994 and did not disaliow any similarly claimed
deductions. We understand that D&B disagrees with the position
taken by the IRS in its Notice and has filed a responsive brief to
this effect with the IRS. If the IRS were to issue a formal assess-
ment consistent with the Notice, then a payment of the disputed
amounts would be required, if D&B opted to challenge the
assessment in U.S. District Court rather than in U.S. Tax Court.
In the event of such challenge by D&B, the required payment by
D&B to the IRS would be up to $42,000 ($48,000 offset by a
$6,000 tax benefit). In verbal communications between D&B and
the IRS during 2002, we understand that the IRS has expressed
some willingness to withdraw its proposed disallowance of cer-
tain royalty expense deductions of $7,500 for 1994. However, we
also understand that the IRS has expressed its intent to seek
penalties of $7,500 for 1995 and 1996 based on its interpretation
of applicable law. We have been advised that D&B would chal-
lenge the IRS's interpretation. Again, under the agreements
relating to the 1988 and 2000 Distributions, D&B and Moody's
have agreed to jointly and severally defend and indemnify us
against any such liability and related costs.

Notwithstanding the verbal communications with the IRS in
2002 noted above regarding royalty expense deductions of
$7,500 for 1984, in a February 2003 letter to D&B (on our behalf)
the IRS asserted that it intends to take a position regarding prior
tax years that would have the effect of disallowing a portion
of the 1994 royalty expense deduction, our share of which
would be $5,000 if the IRS prevailed. We understand that D&B
disagrees with the IRS's position. Also, in February 2003, D&B
(on our behalf) received a Preliminary Partnership Summary

Report from the IRS that challenges the tax treatment of certain
royalty payments received by a partnership in which D&B was
a partner. As stated in its Report, the {RS would reallocate
certain partnership income to D&B, which if the IRS prevailed
would require an additional payment from us of $20,000
(which includes tax, interest and penalty, net of associated

tax benefits).

Again, under the agreements relating to the 1998 and
2000 Distributions, D&B and Moody's have agreed to jointly and
severally defend and indemnify us against any such liability and
related costs.

Amortization Expense Deductions ~ 1997-2002

We understand that the [RS has sought certain documentation
from D&B with respect to a transaction entered into in 1997 that
produces amortization expense deductions for D&B. While we
understand that D&B believes the deductions are appropriate,
the IRS could ultimately challenge them and issue an assess-
ment, If the IRS were to prevail or the assessment were to be
challenged by us in U.S. District Court, we understand that D&B
estimates that its cash payment to the IRS with respect to
deductions claimed to date and including any potential assess-
ment of penalties of $8,500, could be up to $46,400, or $43,000
net of associated tax benefits. This transaction is scheduled to
expire in 2012 and, unless earlier terminated by D&B, the cash
exposure, based on current interest rates and tax rates, would
increase at a rate of approximately $2,300 per quarter (including
potential penalties) as future amortization expenses are deduct-
ed. Again, under the agreements relating to the 1998 and 2000
Distributions, D&B and Moody’s are required to jointly and sever-
ally indemnify us against any such liability and retated costs.

As a result of our assessment of our exposure in these tax
matters, especially in light of our indemnity arrangements with
D&B and Moody's, and their financial resources, borrowing
capacity and indemnity rights against IMS and NMR, no material
amounts have been accrued in the consolidated financial state-
ments for any of these matters.

Coastal Termite and Pest Control

In 2001, Marnan Group, Inc., doing business as Coastal Termite
and Pest Control (“Coastal”), filed a complaint in the United
States District Court for the Middle District of Florida against
SPA. The complaint, as amended, alleged that SPA breached
certain directory advertising contracts between 1996 and

1999, fraudutently induced Coastal to enter into another directo-
ry advertising contract and tortiously interfered with Coastal’s
business relationships with its customers. Coastal is seeking
damages for lost contract benefits, lost profits and diminution of
business value in an unspecified amount, including pre-judg-
ment interest, In January 2002, SPA filed a motion to dismiss
certain of Coastal's claims. In September 2002, the court denied
SPA’'s motion to dismiss. Nonetheless, we do not believe that the
final outcome of this matter will have a material adverse effect
on our results of operations or financial condition. SPA had
approximately $500 reserved in its consolidated financial state-
ments for this matter, which amount was transferred to our
consolidated financial statements as a result of the acquisition.
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Other matters

We are also involved in other legal proceedings, claims and liti-
gation arising in the ordinary conduct of our business. Although
we cannot assure you of any outcome, management presently
believes that the outcome of such legal proceedings will not
have a material adverse effect on our results of operations or
financial condition.

12. Business Segments

Our operating segments at December 31, 2002 and 2001 are
DonTech and Directory Advertising Services. Get Digital Smart,
our Internet business, was an operating segment during 2000
until we ceased operations of this business in December 2000.
The DonTech segment includes our 50% interest in the net
profits of DonTech and revenue participation income received
from SBC. Although DonTech provides advertising sales of yel-
low pages and other directory products similar to DAS, the part-
nership is considered a separate operating segment since,

among other things, it has its own Board of Directors and the
employees of DonTech, including officers and managers, are
not employees cf the Company.

The DAS segment includes our yellow pages advertising
sales services for affiliated entities of Sprint and pre-press pub-
lishing services for yellow pages directories. The DAS segment
also includes all information technology costs. Operating income
for DAS includes an allocation of certain shared expenses
based on estimated business usage. DAS results for 2000
include the operating results of the Bell Atlantic and Cincinnati
businesses, which were disposed of in 2000 and certain one-
time items from the restructuring of the CenDon relationship (see
Note 15 — 2000 Transactions - Disposition of Businesses and
Partnership Restructuring).

General & Corporate includes those expenses not allocat-
ed to the DAS segment. Interest expense, interest income,
income tax expense and other non-operating items are not allo-
cated to the operating segments.

Segment information for the years ended December 31,
2002, 2001 and 2000 is presented below:

General & Consolidated
DonTech DAS Corporate Other* Totals
2002
Net revenue ~ $ 73,806 - - $ 73808
Operating income (loss) $ 117,146 38,214 $ (13,783) $ 4,405 145,982
Depreciation and amortization - 5,973 276 - 6,249
Total assets 185,969 38,093 1,998,413 - 2,223,375
General & Consolidated
DonTech DAS Corporate Other' Totals
2001
Net revenue - $ 76,739 - - $ 76,739
Operating income (loss) $ 122,419 32,885 $ (13,844) $ (29,988) 111,472
Depreciation and amortization - 10,149 618 - 10,767
Total assets 193,810 38,644 63,527 - 295,981
General & Consolidated
DonTech DAS 3 GDS Corporate Totals
2000
Net revenue - $ 141,124 $ 163 - $ 141,287
Operating income (loss) $ 124,025 48,092 (8,914) $ (15,828) 147,375
Depreciation and amortization - 13,841 57 1,635 156,433
Total assets 197,822 47,270 - 120,192 365,284

! Other in 2002 includes income of $6,405 due to adjustments made to a restructuring reserve and a $2,000 investment impairment charge. Other in 2001 includes
a restructuring and special charge of $18,556 and an investment impairment charge of $11,432. These items were not allocated to an operating segment.

2The DAS segment includes the following data relating to the Bell Atlantic and Cincinnati businesses that were disposed of in 2000 and certain

special items related to the CenDon restructuring.

2000
Net revenue $ 63831
Operating income 22,105

Depreciation and amortization 2,703
Total assets -

We also evaluate DonTech and DAS based on advertising sales because, while these sales do not appear on our financial
statements or the financial statements of DonTech, they are a critical measure of performance reviewed by management

and play an important role in management’s decision in allocating financial resources. For a discussion of advertising sales,
see "Management's Discussion and Analysis of Financial Condition and Resuits of Operations - Results of Operations.”
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13. Guarantees

R.H. Donnelley Inc. is a direct wholly owned subsidiary of the Company and the issuer of the Existing Notes. The Company and

the direct and indirect wholly owned subsidiaries of R.H. Donnelley Inc. jointly and severally, fully and unconditionally guarantee
the Existing Notes. R.H. Donnelley Inc.'s direct wholly owned subsidiaries were R.H. Donnelley APIL, Inc., R.H. Donnelley CD, Inc.,
R.H. Donnelley Acquisitions |, Inc. and Get Digital Smart.com Inc. R.H. Donnelley Acquisitions, Inc. is a wholly owned subsidiary of
R.H. Donnelley APIL, Inc. R.H. Donnelley Finance Corporation | and |l, subsidiary borrowers established in connection with the
financing for the SPA acquisition, were non-guarantor subsidiaries at December 31, 2002. Subject to the technical default that was
subsequently cured (see Note 4), there were no non-guarantor subsidiaries for the year ended December 31, 2001 and 2000. The
following consolidating condensed financial statements should be read in conjunction with the consolidated financial statements of
the Company.

R.H. Donnelley Corporation
Consolidating Condensed Balance Sheet
December 31, 2002

Consolidated
R.H.Donnelley  R.H.Donnelley Guarantor  Non-guarantor R.H. Donnelley
Inc. (Issuer)  Corp. (Parent) Subsidiaries Subsidiaries Elimination Corporation
Assets
Cash and cash equivalents $ 7,745 3 42 $ 7,787
Restricted cash 103,700 $ 1,825,000 1,928,700
Other current assets 29,563 1,038 1,586 32,187
Investment in subsidiaries 305,509 $ 32,859 124,047 $ (260,179) 202,236
Fixed assets, net 12,008 3 (3) 12,008
Other assets 40,457 99,990 (99,990) 40,457
Total assets $ 498982 $ 32859 § 225,120 $ 1,826,586 $ (360,172) $2,223,375
Liabilities, Redeemable
Convertible Preferred Stock and
Shareholders’ Deficit
Current liabilities $ 124,874 $ 2943 $ 6,214 $ (99,990) $ 34,041
Long-term debt 250,470 1,825,000 2,075,470
Other long-term liabilities 81,005 81,005
Redeemable convertible preferred stock $ 63,459 63,459
Shareholders’ equity (deficit) 42,633 (30,600) 222,177 (4,628) (260,182) (30,600)
Total liabilities, redeemable
convertible preferred stock and
shareholders’ deficit $ 498982 $ 32,859 $ 225,120 $ 1,826,586 $ (360,172) $2,223,375
R.H. Donnelley Corporation
Consolidating Condensed Balance Sheet
December 31, 2001
Consolidated
R.H.Donnelley R.H.Donnelley Guarantor R.H. Donnelley
Inc. (Issuer)  Corp. {Parent) Subsldiaries Elimination Corporation
Assets
Cash and cash equivalents $ 14,667 $ 54 $ 14721
Other current assets 28,158 1,139 29,297
Investment in subsidiaries 271,532  $(111,313) 124,379 $ (75,609) 208,989
Fixed assets, net 14514 3 3) 14,514
Other assets 28,460 93,990 (99,990) 28,460
Total assets $ 357,331  $(111,313) $§ 225,565 $ (175,602) $ 295,981
Liabilities and Shareholders’ Deficit
Current liabilities $ 144556 $ 44138 $ (144110) 3 44,584
Long-term debt 283,904 283,904
Other long-term liabilities 78,8086 78,806
Shareholders’ (deficit) equity (149,935) $(111,313) 181,427 (31,492) (111,313)
Total liabilities and shareholders’ deficit $ 357,331 $(111,313) $ 225565 $ (175602) $ 295981
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R.H. Donnelley Corporation
Consolidating Condensed Statement of Operations
For the Year Ended December 31, 2002

Consolidated

R.H. Donnelley R.H.Donnelley Guarantor  Non-guarantor R.H. Donnelley
Inc.(Issuer) Corp.(Parent) Subsidiaries Subsidiaries Elimination Corporation
Net revenue $ 73806 $ 73,806
Expenses 64,390 $ 307 64,697
Partnership and equity income 85,378 $ 67,177 121,699 $ (137,351) 136,873
Operating income 94,794 67,177 121,362 (137,351} 145,982
Interest (expense) income (29,521) 7,129 $ (11,156) (33,548)
Other expense (451) {451)
Pre-tax income 64,822 67,177 128,491 (11,156) (137,351) 111,983
Income tax benefit (expense) 2,355 (47,162) (44,806)
Net income 67,177 67,177 81,329 (11,156) (137,351) 67,177
Dividend on Preferred Stock 24,702 24,702
Net income available to
common shareholders $ 67,177 $ 42,475 $ 81,329 $ (11,156) $ (137,351) $ 42,475
R.H. Donnelley Corporation
Consolidating Condensed Statement of Operations
For the Year Ended December 31, 2001
Consolidated
R.H. Donnelley  R.H.Donnelley Guarantor R.H. Donnelley
Inc. (Issuer) Corp.(Parent) Subsidiaries Elimination Corporation
Net revenue $ 76,739 $ 76,739
Expenses 105,102 $ 129 105,231
Partnership and equity income 99,055 $ 4579 120,944 $ (84,614) 139,964
Operating income 70,692 4,579 120,815 (84,614) 111,472
Interest (expense) income (32,777) 7,129 25,648
Pre-tax income 37,915 4,579 127,944 (84,614) 85,824
Income tax {expense) benefit (33,336) (46,792) 44,119 (36,009)
Net income $ 4,579 $ 4579 $ 81,152 $ (40,495) $ 49815
R.H. Donnelley Corporation
Consolidating Condensed Statement of Operations
For the Year Ended December 31, 2000
Consolidated
R.H.Donnelley  R.H. Donnelley Guarantor R.H. Donnelley
Inc. (Issuer) Carp.{Parent} Subsidiaries Elimination Carporation
Net revenue $ 141,124 $ 163 $ 141,287
Expenses 132,453 9,152 141,605
Partnership and equity income 149,827 $ 133,690 104,501 $ (240,325) 147,693
Operating income 158,498 133,690 85,512 (240,325) 147,375
Interest (expense) income (35,560) 3,564 (31,996)
Other income 86,495 86,495
Pre-tax income 209,433 133,690 99,076 (240,325) 201,874
Income tax expense (75,743) (1,373) (77,116)
Net income $ 133,690 $ 133,690 $ 97,703 $ (240,325) $ 124,758




R.H. Donnelley Corporation
Consolidating Condensed Statement of Cash Flows
For the Year Ended December 31, 2002

Consolidated

RH.Donnelley  R.H.Donnelley Guarantor  Non-guarantor R.H. Donnelley
Inc. (Issuer)  Corp. (Parent) Subsidiaries Subsidiaries Elimination Corporation
Cash flow from cperations $ 14,342 $ 40554 §  (4,941) $ 49,955
Cash flow from investing activities (107,443) $§ (69,300) (1,825,000) $ 69,300 (1,932,443)
Cash flow from financing activities 86,179 69,300 (40,566) 1,829,941 (69,300) 1,875,554
Change in cash (6,922) (12) (6,934)
Cash at beginning of period 14,667 54 14,721
Cash at end of period $ 7,745 $ - $ 42 % - $ - $ 7,787
R.H. Donnelley Corporation
Consolidating Condensed Statement of Cash Fiows
For the Year Ended December 31, 2001
Consolidated
R.H. Donnelley Guarantor  R.H. Donnelley
inc. (Issuer) Subsidiaries Corporation
Cash flow from operations $ (30,197) $ 117,051  $ 86,854
Cash flow from investing activities (6,100) (6,100)
Cash flow from financing activities (4,467) (117,003) (121,470)
Change in cash (40,764) 48 (40,716)
Cash at beginning of period 55,431 6 55,437
Cash at end of period $ 14,667 $ 54 $ 14721
R.H. Donnelley Corporation
Consolidating Condensed Statement of Cash Flows
For the Year Ended December 31, 2000
Consolidated
R.H. Donnetlley Guarantor ~ R.H. Donnelley
(nc. (Issuer) Subsidiaries Carporation
Cash flow from operations $ 10,473 $ 72293 $ 82766
Cash flow from investing activities 108,354 109,354
Cash flow from financing activities (66,786) (72,287) (139,073)
Change in cash 53,041 6 53,047
Cash at beginning of period 2,390 - 2,390
Cash at end of period $ 55431 $ 6 $ 55437




R.H. Donnelley Corporation

Part i, item 8, Notes, continued

14. VYaluation and Qualifying Accounts

Additions
Balance Charged to Write-offs
at Beginning Revenue and Other Balance at

of Period and Expense Deductions End of Period
Allowance for Doubtful Accounts
For the year ended December 31, 2002 $ 6,339 3,300 4,867 $ 4772
For the year ended December 31, 2001 $ 7,355 3,372 4,388 $ 63338
For the year ended December 31, 2000 $ 7.992 11,128 11,765 $ 7355
Deferred Tax Asset Valuation Allowance
For the year ended December 31, 2002 $ 4,287 1,807 - $ 6,094
For the year ended December 31, 2001 $ - 4,287 ~ $ 4,287

15. 2000 Transactions - Disposition of Businesses
and Partnership Restructuring

Disposition of Businesses. During 2000, we sold our Cincinnati
proprietary directory business to Yellow Book USA, Inc., termi-
nated early our directory services agreements with Bell Atlantic,
ceased operations of our Get Digital Smart Internet business
and implemented related cost-cutting measures, including
headcount reductions, at our Raleigh facility and corporate
headquarters. A pretax gain of $86,495 ($53,454 after taxes)
was recognized in connection with these actions. The calcula-
tion of the gain included certain estimated reserves based

on the best information available at the time of the transactions.
At December 31, 2002, we determined that sufficient time has
elapsed since the transaction, that no additional costs will

be incurred and no risks or uncertainties existed at the balance
sheet date. Accordingly, the remaining reserves of $1,072 were
reversed into income.

CenDon Restructuring. Effective for directories that published
after June 30, 2000, we entered into a series of agreements with
Centel that effectively restructured the CenDon Partnership as

a limited liability company, CenDon LLC. Under the restructured
arrangement, we receive sales commissions on all advertising
sold, and in consideration for transferring control over the
publishing functions to Centel, we receive a priority distribution,
which is determined as a percentage of CenDon advertising
sales. The priority distribution allows us to maintain the same
level of profitabitity that we wouid have earned under the

CenDon Partnership through the original expiration date in 2004,
We also provided pre-press publishing services to the CenDon
Partnership and continue to provide similar services to CenDon.
The CenDon sales agency relationship extends through
December 2010.

Under the revised arrangement, revenue and related costs
were recognized at the time of sale. Under the previous CenDon
Partnership, where we shared responsibility for the publishing
and delivery functions, revenue and related costs were recog-
nized at the time of directory publication. Accordingly, upon the
restructuring of the CenDon arrangement, a one-time operating
income benefit of $15,771 was recorded. This benefit related to
advertising sales made and costs incurred prior to the effective
date of the agreement for directories that published subsequent
to the effective date of the agreement.




16. Quarterly Information {(unaudited)

Three Months Ended

March 31 June 30 September 30 December 31"2 Full Year
2002
Net revenue $ 18,390 $ 19,456 $ 20,938 $ 15,022 $ 73,806
Operating income 27,657 40,393 45,992 31,940 145,982
Net income 13,182 21,169 25,059 7,767 67,177
Preferred dividend - - - 24,702 24,702
Net income (loss) available to common 13,182 21,169 25,059 (19,935) 42,475
Basic earnings {loss) per share $ 045 $ o7 $ 084 $ (0.57) $ 142
Diluted earnings {loss) per share $ 044 $ 070 $ 083 $ (0.57) $ 1.40
2001
Net revenue $ 18,839 $ 20,034 $ 22,165 $ 15,701 $ 76,739
Operating income (loss) 27,661 39,208 47,316 (2,713) 111,472
Net income (loss) 12,861 20,612 25,688 {(9,346) 49,815
Basic earnings (loss) per share $ 042 $ 068 $ 086 $ (0.32) $ 1.65
Diluted earnings (loss) per share $ 041 $ 066 $ 083 $ (0.32) $ 181

The full year earnings per share amount may not equal the sum of the quarters due to weighting of shares.

' The fourth quarter of 2002 includes a benefit of $6,694 from the reversal of a restructuring reserve, an investrnent impairment charge
of $2,000, a loss of on hedging activities of $1,523 and a benefit of $1,072 from the reversal of reserves established in connection with the

disposition of the Bell Atlantic business,

2 The fourth quarter of 2001 includes a restructuring and special charge of $18,556 and an investment impairment charge of $11,432.

17. Subsequent Events

On January 3, 2003, we completed the acquisition of Sprint
Corporation’s directory publishing business, Sprint Publishing &
Advertising, for $2,213,475, after a preliminary working capital
adjustment, repaid existing debt and accrued interest of
$244,166 and paid transaction costs of $15,101. The ultimate
purchase price is subject to a final working capital adjustment.
SPA is a publisher of 260 revenue-generating yellow pages
directories in 18 states. Prior to the acquisition, we provided
sales agency and pre-press publishing services for 44 of
these directories in four states. The acquisition transforms the
Company from a sales agent and pre-press vendor into a lead-
ing publisher of yellow pages directories.

At the closing of the acquistion, we borrowed $510,000
consisting of $500,000 Term Loan A proceeds and $10,000
under the Revolver. We also received the proceeds of
$1,825,000 held in escrow (see Note 4) and issued 130,000
shares of Preferred Stock and warrants to purchase 1,072,500
shares of our common stock to investment partnerships affiliated
with The Goldman Sachs Group, Inc. {coliectively, the “GS
Funds”) for gross proceeds of $130,000. This investment by the
GS Funds represented the remaining investment amount of their

$200,000 commitment. Cn January 3, 2003, the 70,000 shares
of Series B-1 Preferred Stock purchased by the GS Funds in
November 2002 automatically converted into 70,804 shares of
Preferred Stock. These proceeds, along with the $69,300 of net
proceeds from the issuance of Preferred Stock to the GS Funds
in November and $40,000 borrowed under the Existing Revolver
in December, were used to purchase all the outstanding
common stock of SPA, repay existing debt, including accrued
interest and pay transaction fees and expenses. The Revolver
and Term Loan A mature December 2008. The Preferred Stock
is redeemable at our option at any time on or after January 3,
2013. The Preferred Stock may be redeemed at our option on or
after January 3, 2006 and before January 3, 2013 if the market
price (as defined) of our common stock exceeds 200% of

the conversion price for 30 trading days. The Preferred Stock is
redeemable at the option of the holder in the event of a change
in control (as defined).
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The sources and uses of funds in connection with the
acquisition are summarized as follows:

Sources
Borrowings under the Credit Facility:
Revolving credit facility $ 10,000
Term loan A 500,000
Term loan B 900,000
8 7/8% Notes 325,000
10 7/8% Notes 600,000
Proceeds from issuance of Preferred Stock 200,000
Available cash 29,701
Total sources $ 2,564,701
Uses
Acquisition price of SPA $ 2,213,475
CenDon obligations 14,000
Repay existing long-term debt:
Existing Credit Agreement 114,250
Existing Notes 128,755
Accrued interest on existing long-term debt 1,161
Fees and expenses 93,080
Total uses $ 2,564,701

On January 3, 2003, borrowings under the Existing Term
Facilities were repaid and, in connection with a tender offer
and exit consent solicitation, $128,755 of the Existing Notes
were repurchased. We borrowed an initial $1,410,000 under
the Credit Facility contingent upon our repurchase of the entire
$150,000 aggregate principal amount of the Existing Notes.

Any proceeds that were not used to repurchase the Existing
Notes were required to be repaid to the lenders under the
Credit Facility. Accordingly, $21,245, representing the amount of
Existing Notes that remain outstanding following the tender offer
and exit consent solicitation, was repaid to the lenders under
the Credit Facility shortly after the consummation of the acquisi-
tion. In connection with the tender offer and exit consent
solicitation, the holders of the Existing Notes agreed to terminate
all covenants set forth in the Indenture governing the Existing
Notes. Accordingly, the restrictions of this Indenture discussed

in Note 4 above are no longer effective. In addition, the
repayment of the Existing Term Facilities terminated the Existing
Credit Agreemernt.

The acquisition was accounted for as a purchase
business combination in accordance with SFAS 141 “Business
Combinations.” The purchase price was allocated to the tangible
and identifiable intangible assets acquired and liabilities
assumed based on their respective estimated fair values on the
acquisition date. The fair value of certain long-term intangible
assets and their respective useful lives were valued by an
independent third party with expert knowledge in the area
of valuing acquired businesses and in our industry. Identifiable
intangible assets acquired included commercial agreements
entered into between Sprint and us, customer relationships and
acquired trade names.

Commercial agreements between Sprint and us include
a directory services license agreement, a trademark license
agreement and a non-competition agreement (collectively
“Directory Services Agreements”). The directory services license
agreement gives us the exclusive right to produce, publish and
distribute directeries for Sprint in the markets where Sprint cur-
rently provides local telephone service. The trademark license
agreement gives us the exclusive right to use certain specified
Sprint trademarks, including the Sprint diamond logo, in those
markets and the non-competition agreement prohibits Sprint
from producing, publishing and distributing print directories
or selling local advertising in those markets, with certain limited
exceptions. These agreements are all interrelated and each has
an initiat term of 50 years, subject to earlier termination under
specified circumstances. The fair value assigned to these agree-
ments of $1,625,000 was based on the present value of estimat-
ed future cash flows. We also acquired the established local
and national customer relationships of SPA. The value of these
relationships was determined based on the present value of
estimated future cash flows and an analysis of historical attrition
rates. A value of $200,000 was assigned to the established local
customer relationaships and a value of $60,000 was assigned
to the national customer relationships. Finally, we also acquired
certain trade names historically used in the SPA directory
business. A value of $30,000 was assigned to the trade names
based on the “relief from royalty” method, which values the
trade names based on the estimated amount that a company
would have to pay in an arms length transaction to use these
trade names. The excess of the purchase price over the fair
value of the assets acquired and liabilities assumed was recog-
nized as goodwill.

In accordance with SFAS 142 “Goodwill and Other
Intangible Assets,” the fair value of the identifiable intangible
assets will be amortized over their estimated useful lives in
a manner that best reflects the economic benefits derived from




such assets. Goodwill is not amortized but is subject to impair-
ment testing on an annual basis. We estimated that amortization
expense for identified intangible assets will be approximately
$50,000 per year.

Under purchase accounting rules, we did not assume the
deferred revenue balance of SPA at January 3, 2003 of
$292 775. This amount represented revenue that would have
been recognized in 2003 under our deferral and amortization
recognition method (described below) had the acquisition not
occurred. Accordingly, we will never record revenue associated
with directories that published prior to the acquisition. Although
the deferred revenue balance was eliminated, we retained all
the rights associated with the collection of amounts due under
and obligations under the advertising contracts executed prior
to the SPA acquisition. As a result, SPA's billed and unbilled
accounts receivable balances remain assets of Donnelley. Also
under purchase accounting rules, we did not assume deferred
directory costs at January 3, 2003 related to those directories
that were published prior to the acquisition. These costs repre-
sented operating expenses that would have been recognized in
2003 under the deferral and amortization method had the
acquisition not occurred. Our policy of deferring direct costs
attributable to a directory post-acquisition will be different than
the policy followed by SPA pricr to the acquisition, as certain
costs previously deferred and amortized by SPA will be treated
as period expenses.

The allocation of the purchase price to the fair value of
assets acquired and liabilities assumed is presented in the
table below. The purchase price allocation is based on the best
information we have to date and could change as additional
information arises.

Calculation of allocable purchase price:
Cash $ 2,213,475
Allocable transaction costs 15,101

Total allocable purchase price $ 2,228,576

Estimated allocation of purchase price:

SPA net assets acquired $ 85802
Directory Services Agreement 1,625,000
Customer relationships 260,000
Acquired trade names 30,000
Estimated profit on acquired sales contracts 8,300
Fair market value adjustments
Reverse pre-acquisition deferred revenue 292,775
Reverse deferred directory costs associated
with directories published pre-acquisition (89,503)
Eliminate SPA historical deferred tax
and goodwill (43,540)
Other (14,518)
Fair value of net assets acquired 2,154,116
Goodwill 74,460
Total purchase price $ 2,228,576

As the publisher of yeliow pages directories, we will recognize
revenue from directory advertising sales and direct costs
incurred in generating those sales under the deferral and amorti-
zation method. Under this method, the advertising sales value
of the directory and related direct costs are initially deferred and
recognized ratably over the life of a directory, which is typically
twelve months.

After the acquisition, a significant portion of our revenue is
derived from selling advertising to local small- and medium-
sized businesses. Most advertisers, including all new advertis-
ers, are subject to a credit review, and if the advertiser qualifies,
we will extend credit to them for their advertising purchase.
Small- and medium-sized businesses tend to have fewer finan-
cial resources and higher financial failure rates than large busi-
nesses. In addition, full collection of delinquent accounts can
take an extended period of time and involve increased costs.
While we do not believe that extending credit to our local adver-
tisers will have a material adverse affect on our results of opera-
tions or financial condition, no assurances can be given. We do
not require collateral from our advertisers, although we do
charge interest to advertisers who do not pay within specified
due dates. National advertising is typically paid in full within 30
days of the directory publication.
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Report of Independent Accountants

To the Board of Directors and
Partners of DonTech

In our opinion, the accompanying combined balance sheets and
the related combined statements of partners’ capital, operations
and cash flows present fairly, in all material respects, the
combined financial position of AM-DON (“DonTech 1) and the
DonTech |l Partnership ("DenTech I”), together referred to as
“DonTech” at December 31, 2002 and 2001, and the results

of their operations and their cash flows for each of the three
years in the period ended December 31, 2002 in conformity with
accounting principles generally accepted in the United States
of America. These financial statements are the responsibility of
DonTech's management; our responsibility is to express an
opinion on these financial statements based on our audits. We
conducted our audits of these statements in accordance with
auditing standards generally accepted in the United States

of America, which require that we plan and perform the audit to
obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements, assessing the
accounting principles used and significant estimates made by
management, and evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable
basis for our opinion.

/s/ PRICEWATERHOUSECOOPERS LLP

January 17, 2003
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Combined Balance Sheets

December 31,

(in thousands, except share and per share data) 2002 2001

Assets

Current Assets

Cash and cash equivalents $ 9,016 $ 3946

Commission receivable from related party 402,358 108,475

Prepaid expenses 843 212
Total current assets 12,217 112,633

Fixed assets, net of accumulated depreciation and amortization 6,036 7,086

Pension asset 8,819 9,759

Other 1,842 1,662
Total Assets $ 128,914 $ 131,140

Liabilities and Partners' Capital

Current Liabilities

Accounts payable $ 1,602 $ 1573

Accrued liabilities 9,640 9,154

Distribution payable to partners 3,600 -
Total current liabilities 14,842 10,727

Deferred rent credits 1,550 -
Totat Liabilities 16,392 10,727

Commitments and contingencies (Note 6)

Partners’ capital 112,522 120413
Total Liabilities and Partners’ Capital $ 128,914 $ 131,140

The accompanying notes are an integral part of the combined financial statements.
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Combined Statements of Operations

Years Ended December 371,

{in thousands) 2002 2001 2000
Sales commission, net — related party $101,792 $106,849 $108,316
Expenses
Selling 48,016 48,810 49,327
Administrative 10,273 10,356 8,493
Occupancy and depreciation 7,388 9,058 8,174
Other 855 1,180 1,640
Total operating expenses 66,562 69,414 67,634
Income from operations 33,230 37,435 40,682
Other income 1,729 1,191 736
Net income $ 36,959 $ 38,626 $ 41418

The accompanying notes are an integral part of the combined financial statements.
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Combined Statements of Cash Fiows

Years Ended December 31,

(in thousands) 2002 2001 2000
Cash Flows from Operating Activities
Net income $ 36,959 $ 38,626 $ 41,418
Reconciliation of net income to net cash provided by
operating activities:
Depreciation and amortization
Loss on disposal of fixed assets 1,702 2,360 2,135
Changes in assets and liabilities: 26 - 44
Decrease in commission receivable 6,177 2,450 2,815
Increase in prepaid rent expense (743) - -
Increase in receivable from landiord {450) - -
Decrease (increase) in other current assets 1,322 (115) (486)
Increase (decrease) in accounts payable 29 (548) (325)
Increase in accrued liabilities 457 533 1,080
Increase in deferred rent credits 1,579 - -
Net cash provided by operating activities 46,998 43,308 48,691
Cash Flows from Investing Activities
Purchases of equipment (678) (1,331) (3,153)
Cash Flows from Financing Activities
Distribution to partners {44,850) (43,400) (57,575)
increase in distribution payable 3,500 - -
Net cash used in financing activities (41,250) (43,400) {57,575)
Increase (decrease) in cash and cash equivalents 5,070 (1,425) (14,037)
Cash and cash equivalents, beginning of year 3,946 5,371 19,408
Cash and cash equivalents, end of year $ 9,06 $ 3946 $ 5,371
Noncash financing activities
Forgiveness of receivable due from APIAL $ - $ - $ 16,567

The accompanying notes are an integral part of the combined financial statements.
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Combined Statements of Changes in Partners’ Capital

R.H. Donneiley Ameritech Publishing
(in thousands) Corporation of lllinois, Inc. Total
Balance, December 31,1999 $ 93,202 $ 64,709 $ 157,911
Net income 20,671 20,747 41,418
Distributions to partners (21,381) (52,761) (74,142)
Balance, December 31, 2000 $ 92,492 $ 32,695 $ 125,187
Net income 19,313 19,313 38,626
Distributions to partners (21,700) (21,700) (43,400)
Balance, December 31, 2001 $ 90,105 $ 30,308 $ 120,413
Net income 18,479 18,480 36,959
Distributions to partners (22,425) (22,425) (44,850)
Balance, December 31, 2002 $ 86,159 $ 26,363 $ 112,522

The accompanying notes are an integral part of the combined financial statements.
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Notes to Combined Financial Statements

(in thousands)

1. Form of Organization and Nature of Business

The DonTech |l Partnership (“DonTech 11"} is a general partner-
ship between Reuben H. Donnelley, Inc. (formerly known as
The Reuben H. Donnelley Corporation) (“R.H. Donnelley”), a
Delaware corporation, and Ameritech Publishing of lilinois, Inc.
("API/IL"), a unit of SBC Cammunications (“SBC"). The partner-
ship was established in August 1997 and was preceded

by AM-DON (“DonTech 1”), a general partnership between the
same parties, which, as of December 31, 2000, ceased
business operations and distributed its remaining assets 1o its
partners. The accompanying financial statements of DonTech |
and DonTech Il (hereafter referred to as “DonTech") are shown
on a combined basis. All significant affiliated accounts and
transactions incurred prior to December 31, 2000 have been
eliminated in preparation of the combined financial statements.
DonTech Il is the exclusive sales agent in perpetuity for yeliow
page, white page and street address directories published

by SBC in lllinois and northwest indiana. The partnership
receives a 27% commission on sales net of provisions (capped
at 6.1% subject to certain exclusions). DonTech II's cost struc-
ture includes principally sales, sales operations, office services,
finance, facilities and related overhead. DonTech Il profits

are shared equally between the partners. During the term of the
partnership agreement, neither partner may compete directly
against the business of DonTech H without the consent of the
Board of Directors.

A Board of Directors (the “Board”) was appointed to admin-
ister the activities of the partnership. From time to time during
the term of the partnership, the Board may call for additional
capital contributions in egual amounts from each of the partners
if, in the opinion of the Board, additional capital is required for
the operation of the partnership.

On January 28, 2000, the partners agreed to amend the
DonTech | partnership agreement to provide for the payment
of $29,898 from DonTech | to API/IL as a preferential distribution,
The preferential distribution was comprised of cash totaling
$13,331 and the forgiveness and cancellation of a receivable
due from APV/IL to the partnership in the amount of $16,567.

Additionally, the partners also agreed to amend the
DonTech Il partnership agreement to provide for the payment of
$29,898 by API/IL to DonTech 1! upon the dissolution of the
DonTech Il partnership and for the subsequent payment of a
$29,898 preferential distribution to R.H. Donnelley.

2. Significant Accounting Policies

Cash and Cash Equivalents. Cash and cash equivalents
include all highly liquid investments with an initial maturity date
of three months or less. The carrying value of cash equivalents
approximates fair value due to their short-term nature.

Revenue Recognition. Revenue is comprised of sales commis-
sions reflected net of provisions (capped at 6.1% per annum
subject to certain exclusicns) and is recagnized upon execution
of contracts for the sale of advertising. Greater than 99% of
DonTech'’s revenue is generated from DonTech’s sales agency
agreement with API/IL.

Fixed Assets. Fixed assets are recorded at cost and are
depreciated on a straight-line basis over the estimated usefu!
lives of the assets. Upon asset retirement or other disposition,
the cost and the related accumulated depreciation are removed
from the accounts, and any resulting gain or loss is included

in the statement of operations. Amounts incurred for repairs and
maintenance are charged to operations.

Fost-Retirement Benefits Other Than Pensions. DonTech pro-
vides post-retirement benefits consisting mainly of life and health
insurance to substantially all employees and their dependents.
The accrual method of accounting is utilized for post-retirement
health care and life insurance benefits.

Income Taxes. No provision for income taxes is made, as the
proportional share of partnership income is the responsibility of
the individual partners,

Concentration of Credit Risk. Financial instruments that
potentially subject DonTech to a concentration of credit risk
consist principally of commission receivable. DonTech's
commission receivable is due from one of its partners (SBC).
Collateral is not required.

Use of Estimates. The preparation of financial statements in
conformity with generally accepted accounting principles
requires management to make estimates and assumptions that
affect the reported amounts of assets and liabilities and
disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues
and expense during the reporting period. Actual results could
differ from those estimates.

Recent Pronouncements. In April 2002, the Financial
Accounting Standards Board (“FASB”) issued Statement of
Financial Accounting Standard ("SFAS") No. 145, “Rescission of
FASB Statements No. 4, 44 and 64, Amendment of FASB
Statement No. 13 and Technical Corrections” (“SFAS 145")
which is effective for fiscal years beginning after May 15, 2002,
SFAS 145 updates, clarifies and simplifies existing accounting
pronouncements. The adoption of the standard will not have

a significant impact on DonTech'’s financial position, results of
operations ar cash flows.

In June 2002, the FASB issued SFAS No. 146, “Accounting
for Costs Associated with Exit or Disposal Activities” ("SFAS
146") which supercedes Emerging Issues Task Force Issue No.
94-3, "Liability for Certain Employee Termination Benefits and
Other Costs to Exit an Activity (including Certain Costs Incurred
in a Restructuring).” SFAS 146 requires companies 10 recognize
costs associated with exit or disposal activities when they are
incurred rather than at the date of the commitment to an exit
or disposal plan. This statement is effective for exit or disposal
activities that are initiated after December 31, 2002 and the
adoption will have no impact on DonTech's historical combined
financial position or results of operations.

In October 2002, the FASB issued SFAS No. 147,
“Acquisition of Certain Financial Institutions,” which is not
applicable to DonTech.

In November 2002, the FASB issued FASB Interpretation
No. 45 “Guarantors’ Accounting and Disclosure Requirements
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for Guarantees, Including Indirect Guarantees of Indebtedness
of Others.” This interpretation clarifies the requirements for a
guarantor’'s accounting for and disclosure of certain guarantees
issued and outstanding. The initial recognition and measurement
provisions of this interpretation are applicable on a prospective
basis to guarantees issued or modified after December 31,
2002. The disclosure requirements are effective for financial
statements ending after December 15, 2002. The adoption will
not have a significant impact on DonTech’s financial position,
results of operations or cash flows,

In December 2002, the FASB issued SFAS No. 148,
“Accounting for Stock-Based Compensation — Transition
and Disclosures an amendment of FASB Statement No. 123,"
which is not applicable to DonTech.

In January 2003, the FASB issued FASB Interpretation No.
46, “Consolidation of Variable Interest Entities — an interpretation
of ARB No. 51,” which is not applicable to DonTech.

3. Fixed Assets

Fixed assets consist of the following at December 31:

2002 2001
Equipment $ 16,656  $ 15,990
Furniture and fixtures 7,030 7,261
Leasehold improvements 1,869 1,870
Other - 366
25,655 25,587

Less accumulated depreciation
and amortization 19,612 18,501
$ 6,036 $ 7,086

Depreciation expense for the three years ended December 31,
2002, 2001 and 2000 was $1,702, $2,360 and $2,135,
respectively.

4. Accrued Liabilities

Accrued liabilities consist of the following at December 31:

2002 2001
Accrued bonuses,
commissions and
other employee expenses $ 4,657 $ 4,184
Accrued post-retirement
benefits other than pensions 3,589 3,230
Deferred compensation 1,350 1,662
Other accrued liabilities 34 78
$ 9640 $§ 9,154

5. Related Party Transactions

DonTech purchases insurance services and through August
2000 purchased automobile plan administration services from
R.H. Donnelley, and general ledger and purchasing services
from SBC. DonTech also provides facility space for certain
employees of SBC under an agreement entered into in 1998
(see Note 6).

6. Contingencies and Commitments

DonTech leases certain office facilities under noncancelable
lease arrangements. Rent expense under these operating leases
was approximately $2,254, $2,223 and $2,119 for 2002, 2001
and 2000, respectively. During 2000, DonTech entered into a
sublease agreement with SBC whereby DonTech received
$56, $54 and $30 of sublease rental income from SBC during
2002, 2001 and 2000, respectively.

The future minimum lease payments required under
noncancelable operating leases that have initial or remaining
lease terms in excess of one year as of December 31, 2002
are as follows:

2003 $ 4,098
2004 3,922
2005 3,918
2006 3,896
2007 and thereafter 13,291

$29,125

During 2002, DonTech renegotiated the lease for its headquar-
ters facilities, which was originally scheduled to terminate on
January 31, 2010. The renegotiated lease extends the terms of
the agreement two additional years (through January 31, 2012)
in exchange for certain cash concessions totaling $1,579. Cash
concessions received in connection with the amended lease
have been recorded as deferred rent credits in the combined
balance sheet and are being recognized on a straight-tine
basis as a reduction to rent expense over the lease term.

At December 31, 2002, the long-term deferred credit related to
these concessions was $1,524. In connection with the renegotia-
tion of the lease, DonTech incurred brokers fees of $779 which
have been reflected in the combined balance sheet as a
non-current other asset as of December 31, 2002. These fees
are being amortized to rent expense over the lease term.

In September 1998, DonTech entered into a maintenance
service agreement with Ameritech Advertising Services to pro-
vide certain maintenance services, including parts, to DonTech.
The length of the agreement is five years, According to the
terms of the agreement, DonTech's remaining obligation as of
December 31, 2002 is $79.

7. Employee Retirement and Profit
Participation Plans

DonTech sponsors a defined benefit pension plan covering
substantially all of its employees (the “Principal Plan”). The
Principal Plan’s assets are invested in equity funds, fixed
income funds and real estate. Total expense (benefit) for the
Principal Plan was $986, $29 and $(342) for 2002, 2001 and
2000, respectively.




The following provides a reconciliation of benefit obliga-
tions, plan assets, and the funded status of the Principal Plan.

2002 2001

Change in benefit obligation

Projected benefit obligation,

beginning of year $ 26,280 $24,477

Service cost 1,262 1,116
Interest cost 1,903 1,765
Benefits paid (975) (934)
Actuarial (gain) loss 278 (575)

Effect of plan amendments,
assumption changes and
other charges 638 431

Plan curtailment (156) -
Projected benefit obligation,
end of year $29,230 $26,280

Change in plan assets
Market value of assets,

at January 1 $30,026 $31.618

Benefits paid (975) (934)
Contributions 64 60
Actual return on assets {2,216) (718)

Market value of assets,

at December 31 $26,899 $30,026

Funded status of the plan $ (2,330) $ 3,746

Unrecognized net loss 9,750 4,250
Unrecognized prior service costs 781 1,127
Prepaid cost $ 8,201 $30,026
Prepaid benefit cost $ 8819 $ 9759
Accrued liability (618) (636)
Net amount recognized $ 8201 $ 9,123

Net periodic pension cost (benefit) for the Plan in 2002, 2001
and 2000 include the following components:

2002 2001 2000
Service cost $ 1,262 $ 1,116 $ 1,093
Interest cost 1,903 1,765 1,683
Expected return on assets  {2,791) {3,282) (3,430)
Arnortization of
net loss (gain) 263 4 (114)
Amortization of
unrecognized prior
service cost 291 426 426
Curtailment loss 58 - -
Total pension cost benefit § 986 $ 29 $ (342)
Assumptions used are as follows:
2002 2001 2000
Discount rate 6.50% 7.25% 7.50%
Expected long-term
rate of return 9.75% 10.50% 10.50%
Weighted average
compensation increase  3.91% 3.91% 4.16%

In the fourth quarter of 2000, the Partnership changed the
method of accounting used to determine the value of plan
assets for purposes of calculating annual pension expense.
The method was changed from a market-related value whereby
gains and losses are recognized on a straight-line basis over
five years to market value whereby gains and losses are reflect-
ed immediately. The effect of this change on the 2000 resuits
of operations, including the cumulative effect of prior years,
was not material.

Additionally, DonTech offers a defined contribution
savings plan {the “Profit Plan”) to substantially all employees
and contributes fifty cents for each dollar contributed by a
participating employee, up to a maximum of 6% of the partici-
pant's compensation including salary, commigsion and short-
term bonus. DonTech also makes contributions to the Profit
Plan contingent upon the attainment of financial goals set in
advance as defined in the Profit Plan agreement. The matching
contributions made to the plan were $876, $944 and $854 in
2002, 2001 and 2000, respectively.

8. Post-retirement Benefits Other Than Pensions

DonTech Il provides post-retirement health care and life
insurance benefits to certain retired employees and their
dependents. The following provides a reconciliation of benefit
obligations, plan assets and the funded status of the health
and life insurance plans.

2002 2001

Change in benefit obligation

Benefit obligation, beginning of year $ 4052 $ 3,326

Service cost 157 126
Interest cost 286 261
Plan participants’ contributions 47 36
Actuarial loss 390 536
Benefits paid (242) (233)

Benefit obligation, end of year $ 4690 $ 4,052

Change in plan assets
Market value of assets,

at January 1 $ - 3 -
Employer contributions 195 197
Plan participants’ contributions 47 36
Benefits paid (242) (233)
Market value of assets,

at December 31 $ - 3 -

Funded status of the plan $ 4690 $ 4,052
Unrecognized actuarial gain (1,022) (656)
Unrecognized prior service costs (69) (166)

Accrued cost $ 3599 $ 3,230
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Net periodic postretirement benefit cost for 2002, 2001 and
2000 include the following components:

2002 2001 2000
Service cost $ 157 $ 126 $ 154
Interest cost 288 261 231
Amortization of prior
service cost 97 97 97
Amocrtization of
unrecognized loss 23 1 -
Net periodic benefit cost $ 563 $ 485 $ 482

The discount rate used in determining the benefit obligation as
of December 31, 2002 and 2001 was 6.50% and 7.25%,
respectively. The assumed health care cost trend rate used in
measuring the benefit obligation as of December 31, 2002 and
2001 was 10.0% and 9.5%, respectively. The rates are assumed
to decrease gradually to 5.0% for 2011 and remain at that

level thereafter.

Increasing or decreasing the health care cost trend rates
by one percentage point would not have had a material effect
on the net periodic post-retirement expense for the year ended
December 31, 2002. A one percentage point increase would
have increased the benefit obligation at December 31, 2002 by
$315. A one percentage point decrease would have decreased
the benefit obligation at December 31, 2002 by $285.

item 9. Changes in and Disagreements
with Accountants on Accounting and Financial
Disclosures

There have been no changes in, or disagreements with the
Company's independent auditors, or the independent auditors of
DonTech for the three-year period ended December 31, 2002.

R.H. Donnelley Corperation

Part Il

Item 10. Directors and Executive Officers

of the Registrant

Information in response to this ltem is incorporated herein by
reference to the sections entitled “Board of Directors” and
“Section 16(a) Beneficial Ownership Reporting Compliance”

in the Company’s Proxy Statement to be filed with the Securities
and Exchange Commission on cr about March 25, 2003,

except that “Executive Officers of the Registrant” on page 8

of this Report responds 1o Item 401(b), (d) and (e) of Regulation
S-K with respect to executive officers.

ltem 11. Executive Compensation

Information in response to this Item is incorperated herein by
reference to the section entitled “Director and Executive
Compensation” in the Company’s Proxy Statement to be filed
on or about March 25, 2003 with the Securities and Exchange
Commission.

item 12. Security Ownership of Certain
Beneficial Owners and Management and
Related Shareholder Matters

Information in response to this ltem is incorporated herein by
reference to the section entitied “Security Ownership of Certain
Beneficial Owners and Management” in the Company’s

Proxy Statement to be filed on or about March 25, 2003 with
the Securities and Exchange Commission, except that “Equity
Compensation Plan Information” on page 12 of this Report
responds to ltem 201(d) of Regulation S-K.

Item 13. Certain Relationships and
Related Transactions

Information in response to this item is incorparated herein by
reference to the section entitled “Compensation Committee
Interlocks and Insider Participation; Certain Relationships and
Related Party Transactions” in the Company’s Proxy Statement
to be filed on or about March 25, 2003 with the Securities and
Exchange Commission.

item 14. Controls and Procedures

(a) Evaluation of Disclosure Controls and Procedures. Based on
their evaluation, as of a date within 90 days of the filing date

of this Annual Report on Form 10-K, of the effectiveness of the
Company’s disclosure controls and procedures (as defined in
Rules 13a-14(c) and 15d-14(c) under the Securities Exchange
Act of 1934, as amended), the principal executive officer and
principal financial officer of the Company have each concluded
that such disclosure controls and procedures are effective

and sufficient to ensure that information required to be disclosed
by the Company in reports that it files or submits under the
Securities Exchange Act of 1934 is recorded, processed,
summarized and reported within the time periods specified in
Securities and Exchange Commission's rules and forms.

(b) Changes in internal controls. Subsequent to their evaluation,
there have not been any significant changes in the Company’s
internal controls or in other factors that could significantly affect
these controls, including any corrective action with regard to
significant deficiencies and material weaknesses.




R.H. Donnelley Corporation

Part iV

Item 15. Exhibits, Financial Statement Schedules
and Reports on Form 8-K

15a. {1) and (2) - List of financial statements and
financiai statement schedules

The following consolidated financial statements of the
Company are included under Item 8:

m Consolidated Balance Sheets at December 31, 2002

and 2001

s Consolidated Statements of Operations for the three years
ended December 31, 2002

» Consolidated Statements of Cash Flows for the three years
ended December 31, 2002

m Consolidated Statements of Changes in Shareholders'
Deficit for the three years ended December 31, 2002

@ Notes to Consolidated Financial Statements

The following combined financial statements for DonTech
are included under ltem 8:

» Combined Balance Sheets at December 31, 2002 and 2001
a Combined Statements of Operations for the three years
ended December 31, 2002

a Combined Statements of Cash Flows for the three years
ended December 31, 2002

a Combined Statements of Partners' Capital for the three years
ended December 31, 2002

s Notes to Combined Financial Statements

The following financial statement schedule for the Company is
included under Item 8:

m Schedule !l - Valuation and Qualifying Accounts (included
as Footnote 14 - Valuation and Qualifying Accounts, in the
Notes to Consolidated Financial Statements)

i5b. Reperis on Form 8-K:

On March 3, 2003, the Company filed a Current Report on

Form 8-K, disclosing under Item 9 that on March 3, 2003, certain
members of senior management of the Company were sched-
uled to make a presentation at a media industry conference
sponsored by Bear Stearns & Co. During its presentation at that
conference, management intended to present a slide presenta-
tion. The Company attached a copy of the slide presentation

as Exhibit 99.1.

On January 17, 2003, the Company filed a Current Report on
Form 8-K, disclosing under ltem 2 that the Company completed
the acquisition of SPA from Sprint. In addition, under item 5,

the Company disclosed that the GS Funds invested an addition-

. al $130 million in the Company through the purchase 130,000

shares of Preferred Stock and warrants to purchase 1,072,500
shares of common stock of the Company and that the Company
replaced its existing senior credit facility with a new senior
secured credit facility.

On January 8, 2003, the Company filed a Current Report on
Form 8-K, disclosing under Item 9 that on January 8, 2003,
certain members of senior management of the Company were
scheduled to make a presentation at an investor conference
sponsored by CJS Securities, a research firm that covers the
Company. During its presentation at that conference, manage-
ment intended to present a slide presentation. The Company
attached a copy of the slide presentation as Exhibit 99.1.

On January 6, 2003, the Company filed a Current Report cn
Form 8-K, disclosing under Item 5 that the Company and

R.H. Donnelley Inc., entered into a Third Supplemental Indenture,
dated as of December 20, 2002 (and operative on January 3,
2002), by and among the Company, R.H. Donnelley Inc.,

R.H. Donnelley Acquisitions, Inc., R.H. Donnelley APIL, Inc.,
R.H. Donnelley CD, Inc., Get Digital Smart.com, Inc.,

R.H. Donnelley Acquisitions Il, Inc. and The Bank of New York,
as trustee.

On December 20, 2002, the Company filed a Current Report on
Form 8-K, disclosing under ltem 5 that the Company and R.H.
Donnelley Inc. entered into a Second Supplemental Indenture,
dated December 20, 2002, by and among the Company, R.H.
Donnelley Inc., R.H. Donnelley Acquisitions, Inc., R.H. Donnelley
APIL, Inc., R.H. Donnelley CD, Inc., Get Digital Smart.com, inc.,
R.H. Donnelley Acquisitions !}, inc. and The Bank of New York,
as trustee.

On December 3, 2002, the Company filed a Current Report
on Form 8-K, disclosing under ltem 5 that pursuant to a letter
agreement, dated as of November 25, 2002 between the
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Company, R.H. Donnelley Inc. and the GS Funds, the GS Funds
invested $70 million in the Company though the purchase of
70,000 shares of Preferred Stock and warrants to purchase
577,500 shares of common stock. In connection with the sale of
the Preferred Stock and warrants to the GS Funds, the Company
and the GS Funds entered into a Registration Rights Agreement,
dated November 25, 2002.

On December 3, 2002, the Company filed a Current Report on
Form 8-K, disclosing under {tem 9 the unaudited pro forma
combined financial statements that give effect to the acquisition

- by the Company of SPA and related financings on the historical

financial position and results of operations of the Company
and SPA.

On November 25, 2002, the Company filed a Current Report on
Form 8-K, disclosing under ltem 5 that on November 25, 2002,
R.H. Donnelley Inc. announced that it intended to offer, through
one of its subsidiaries, $325 million of senior notes and $600 mil-
lion of senior subordinated notes to certain institutional investors
in an offering exempt from the registration requirements of the
Securities Act of 1933. Pursuant to Rule 135¢ of the Securities
Act, the Company filed the related press release, issued on
November 25, 2002, as Exhibit 99.1.

On November 25, 2002, the Company filed a Current Report on
Form 8-K, disclosing under ltem 5 that the Company and

R.H. Donneliey Inc. entered into a First Supplemental Indenture,
dated as of November 25, 2002, by and among the Company,
R.H. Dennelley Inc., R.H. Donnelley Acquisitions, Inc.,

R.H. Donnelley APIL, Inc., R.H. Donnelley CD, Inc., Get Digital
Smart.com, Inc., and The Bank of New York, as trustee.

On November 14, 2002, the Company filed a Current Report on
Form 8-K, disclosing under ltem 9 the unaudited pro forma
combined financial statements that give effect to the acquisition
by the Company of SPA and related financings on the historical
financial positiorr and results of operations of the Company

and SPA,

On November 8, 2002, the Company filed a Current Report

on Form 8-K, disclosing under ftem 9 that at a conference

held on November 7, 2002, a representative of the Company
stated that the Company does not intend to repay the outstand-
ing 9-1/8% senior subordinated notes due 2008 of R.H.
Donnelley Inc. in connection with the financing of the Company’s
acquisition of the publishing business of Sprint Corporaticn.

On November 7, 2002, the Company filed a Current Report on
Form 8-K, disclosing under ftem 5 that R.H. Donnelley inc.
intends to offer, through a subsidiary, $300 million of senior
notes and $450 million of senior subordinated notes to certain
institutional investors in an offering exempt from the registration
requirements of the Securities Act of 1933. Pursuant to Rule
135¢ of the Securities Act, the Company filed the press release
issued on November 6, 2002 as Exhibit 99.1.

On October 1, 2002, the Company filed a Current Report

on Form 8-K, disclosing under Item 5 that pursuant to a Stock
Purchase Agreement, dated as of September 21, 2002, by

and among R.H. Donnelley Corporation, Sprint Corporation and
Centel Directories LLC, the Company agreed to purchase
Sprint's directory publishing business (“SPA”") for $2.23 billion in
cash. The Company also disclosed that the GS Funds have
entered into a definitive agreement to invest $200 million in the
Company through the purchase of the Company’s newly issued
Preferred Stock. The GS Funds will also receive warrants to
acquire 1.65 million shares of the Company's common stock with
an exercise price equal to the 30-day average of the common
stock at the closing.

On September 23, 2002, the Company filed a Current Report on
Form 8-K, disclosing under item 9 that the Company had posted
a slide presentation on its website titled “Creating the Leading
Public Stand-Alone U.S. Directory Company” in connection with
the Company’s public announcement and related conference
call that it had entered into a definitive agreement to purchase
Sprint Corporation’s directory publishing business.
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Exhibit Number

Description

2.1

22

2.3

31

3.2

33

3.4

35

3.6

4.1

42
4.3
4.4

4.5

4.6

Stock Purchase Agreement, dated as of September 21, 2002, by and among the Company, Sprint Corporation
and Centel Directories LLC (incorporated by reference to Exhibit 2.1 to the Current Report on Form 8-K, filed with
the Securities and Exchange Commission on October 1, 2002, Commission File No. 001-07155). The Company
agrees to furnish supplementally a copy of any omitted schedules to the Commission upon request.

Supplemental Agreement to Stock Purchase Agreement, dated as of December 31,2002, by and among the
Company, Sprint Corporation and Centel Directories LLC (incorporated by reference to Exhibit 2.2 to the Current
Report on Form 8-K, filed with the Securities and Exchange Commission on January 17, 2003, Commission File
No. 001-07155). The Company agrees 1o furnish supplementally a copy of any omitied schedules 1o the
Commission upon reguest.

Preferred Stock and Warrant Purchase Agreement, dated as of September 21, 2002, among R.H. Donnelley
Corporation and investment partnerships affiliated with The Goldman Sachs Group, Inc. {(incorporated by reference
to Exhibit 2.2 to the Current Report on Form 8-K dated October 1, 2002, Commission File No. 001-07155)

Certificate of Incorporation of the Company (incorporated by reference to Exhibit 3.1 to the Quarterly Report on
Form 10-Q for the three months ended March 31, 1999, Commission File No. 001-07155)

By-laws of the Company (incorporated by reference to Exhibit 3.2 to the Quarterly Report on Form 10-Q for the
three months ended March 31, 1999, Commission File No. 001-07155)

Certificate of Incorporation of R.H. Donnelley Inc. (incorporated by reference to Exhibit 3.3 to Amendment No. 1 to
the Registration Statement on Farm S-4, filed with the Securities and Exchange Commission on August 7, 1998,
Registration No. 333-59287)

By-laws of R.H. Donnelley Inc. (incorporated by reference to Exhibit 3.4 to the Registration Statement on Form S-4,
filed with the Securities and Exchange Commission on July 17, 1998, Registration No, 333-59287)

Certificate of Designations of Convertible Cumulative Preferred Stock of R.H. Donnelley Corporation {incarparated
by reference to Exhibit 3.2 to the Current Repart on Form 8-K, filed with the Securities and Exchange Commission
on January 17, 2003, Commission File No. 001-07155)

Certificate of Designations of Series B-1 Convertible Cumulative Preferred Stock of R.H. Dennelley Corporation
(incorporated by reference to Exhibit 3.1 to the Current Report on Form 8-K, filed with the Securities and Exchange
Commission on December 3, 2002, Commission File No. 001-07155)

Indenture dated as of June 5, 1998 between R.H. Donnelley Inc., as Issuer, the Company, as Guarantor, and

the Bank of New York, as Trustee, with respect to the 9 1/8% Senior Subordinated Notes due 2008 (incorporated by
reference to Exhibit 4.1 to the Registration Statement on Form S-4, filed with the Securities and Exchange
Commission on July 17,1998, Registration No. 333-59287)

Form of the 9 1/8% Senior Subordinated Notes due 2008 (included in Exhibit 4.1)
Company Guarantee (included in Exhibit 4.1)

First Supplemental indenture, dated as of November 25, 2002, among R.H. Donnelley Inc., as Issuer, and the
Company, R.H. Donnelley Acguisitions, Inc., R.H. Donnelley APIL, Inc., R.H. Donneiley CD, inc. and Get Digital
Smart.com, Inc., as Guarantors, and the Bank of New York, as Trustee, with respect to the 9 1/8% Senior
Subordinated Notes due 2008 (incorporated by reference to Exhibit 4.1 to the Current Report on Form 8-K, filed
with the Securities and Exchange Commission on November 25, 2002, Cormmission File No. 001-07158)

Second Supplemental Indenture, dated as of December 20, 2002, among R.H. Donnelley Inc., as Issuer, and
the Company, R.H. Donnelley Acquisitions, Inc., R.H. Donnelley Acquisitions I, Inc., R.H. Donneliey APIL, inc.,
R.H. Donneliey CD, Inc. and Get Digital Smart.com, Inc., as Guarantors, and the Bank of New York, as Trustee,
with respect to the 9 1/8% Senior Subordinated Notes due 2008 (incorporated by reference to Exhibit 4.1

to the Current Report on Form 8-K, filed with the Securities and Exchange Commission on December 20, 2002,
Commission File No. 001-07155)

Third Supplemental Indenture, dated as of December 20, 2002 (operative as of January 3, 2003), among R.H.
Donnelley Inc., as {ssuer, and the Company, R.H. Donnelley Acquisitions, Inc., R.H. Donnelley Acquisitions I, Inc.,
R.H. Donnelley APIL, Inc., R.H. Donnelley CD, Inc. and Get Digital Smart.com, Inc., as Guarantors, and the Bank

of New York, as Trustee, with respect to the 9 1/8% Senior Subordinated Notes due 2008 (incorporated by reference




R.H. Donnelley Corporation

Part IV, tem 15¢, continued
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4.15
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417
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419
4.207

10.1

10.2

10.3

10.4

10.5

to Exhibit 4.1 to the Current Report on Form 8-K, filed with the Securities and Exchange Commission on January 8,
2003, Commission File No. 001-07155)

Rights Agreement, dated as of October 27, 1398 between R.H. Donneliey Corporation and First Chicago Trust
Company (incorporated by reference to Exhibit 4 to the Registration Statement on Form 8-A, filed with the Securities
and Exchange Commission on November 5, 1998, Registration No. 001-07155)

Amendment No. 1 to Rights Agreement dated as of February 26, 2001 by and among R.H. Donnelley Corporation,
First Chicago Trust Company of New York (as initial Rights Agent) and The Bank of New York (as successor Rights
Agent) (incorporated by reference to Exhibit 4.5 to the Annual Report on Form 10-K for the year ended December
31, 2000, Commission File No. 001-07155)

Amendment No. 2 to Rights Agreement dated as of September 21, 2002, among the Company and The Bank
of New York, as successor rights agent (incorporated by reference to Exhibit 4.1 to Current Repart on Form 8-K,
filed with the Securities and Exchange Commission on October 1, 2002, Commission File No. 001-07155)

Form of Warrant Agreement between the Company and investment partnerships affiliated with The Goldman
Sachs Group, Inc. dated November 25, 2002 (incorporated by reference to Exhibit 4.1 to the Current Report on
Form 8-K, filed with the Securities and Exchange Commission on January 17, 2003)

Farm of Warrant Agreement between the Company and investment partnerships affiliated with The Goldman
Sachs Group, Inc. dated January 3, 2003 (incorporated by reference to Exhibit 4.2 to the Current Report on
Form 8-K, filed with the Securities and Exchange Commission on January 17, 2003)

Registration Rights Agreement, dated as of November 25, 2002, among the Company and investment partnerships
affiliated with The Goldman Sachs Group, Inc. (incorporated by reference to Exhibit 10.2 to Current Report on Form
8-K, filed with the Securities and Exchange Commission on December 3, 2002, Commission File No. 001-07155)

Indenture dated as of December 3 2002 between R.H. Donnelley Inc. (as successor to R.H. Donnelley Finance
Corporation [}, as Issuer, and the Bank of New York, as Trustee, with respect to the 8 7/8% Senior Notes due 2010

Supplemental Indenture dated as of January 3, 2003 among R.H. Donnelley Inc., as Issuer, the Company and
the other guarantors signatory thereto, as Guarantors, and the Bank of New York, as Trustee, with respect to the
8 7/8% Senior Notes due 2010

Form of 8 7/8% Senior Notes due 2010 (included in Exhibit 4.13)
Guarantees relating to the 8 7/8% Senior Notes due 2010

Indenture dated as of December 3 2002 between R.H. Donnelley inc. (as successor to R.H. Donnelley Finance
Corporation 1), as Issuer, and the Bank of New York, as Trustee, with respect to the 10 7/8% Senior Subordinated
Notes due 2012

Supplemental Indenture dated as of January 3, 2003 among R.H. Donnelley Inc., as Issuer, the Company and
the other guarantors signatory thereto, as Guarantors, and the Bank of New York, as Trustee, with respect to the
10 7/8% Senior Subordinated Notes due 2012

Form of 10 7/8% Senior Subordinated Notes due 2012 (included in Exhibit 4.17)
Guarantees relating to the 10 7/8% Senior Subordinated Notes due 2012

Form of Distribution Agreement between the Company (f/k/a The Dun & Bradstrest Corporation) and The
New Dun & Bradstreet Corporation (incorporated by reference to Exhibit 99.2 to the Form 8-K of the Company
(f/k/a The Dun & Bradstreet Corporation), filed on June 30, 1998, Commission File No. 001-07155)

Form of Tax Allocation Agreement between the Company (f/k/a The Dun & Bradstreet Corporation) and The
New Dun & Bradstreet Corporation (incorporated by reference to Exhibit 99.3 to the Form 8-K of the Company
(f/k/a The Dun & Bradstreet Corporation), filed on June 30, 1998, Commission File No. 001-07155)

Form of Employee Benefits Agreement between the Company (f/k/a The Dun & Bradstreet Corporation) and
The New Dun & Bradstreet Corporation (incorporated by reference to Exhibit 99.4 to the Form 8-K of the Company
(f/k/a The Dun & Bradstreet Corporation), filed on June 30, 1998, Commission File No. 001-07155)

Form of Intellectual Property Agreement between the Company (f/k/a The Dun & Bradstreet Corporation) and
The New Dun & Bradstreet Corporation (incorporated by reference to Exhibit 99.5 to the Form 8-K of the Company
(f/k/a The Dun & Bradstreet Corporation), filed on June 30, 1998, Cammission File No. 001-07155)

Form of Amended and Restated Transition Services Agreement between the Company (f/k/a The Dun & Bradstreet
Corporation), The New Dun & Bradstreet Corporation, Cognizant Corporation, IMS Health incorporated, ACNielsen




10.6

10.7

10.8

10.9

10.10

10.11

10.12

10.13

10.14

10.164

10.16A

10.17A

10.184A

10.197

Corporation and Gartner Group, Inc. {incorporated by reference to Exhibit 99.9 to the Form 8-K of the Company
(f/k/a The Dun & Bradstreet Corporation), filed on June 30, 1998, Commission File No. 001-07155)

DonTech Hi Partnership Agreement, effective August 19, 1897, by and between R.H. Donnelley Inc. (f/k/a The
Reuben H. Donnelley Corporation) and Ameritech Publishing of lilinois, Inc. (incorporated by reference to Exhibit
10.10 to Amendment No. 1 to the Registration Statement on Form S-4, filed with the Securities and Exchange
Commission on August 7, 1998, Registration No. 333-53287)

Revenue Participation Agreement, dated as of August 19, 1997, by and between APIL Partners Partnership

and R.H. Donnelley Inc. (i/k/a The Reuben H. Donnelley Corporation) (incorporated by reference to Exhibit 10,11

to Amendment No. 1 to the Registration Statement on Form S-4, filed with the Securities and Exchange Commission
an August 7, 1998, Registration No. 333-59287)

Master Agreement, executed August 19, 1997, by and among R.H. Donnelley inc, {f/k/a The Reuben H. Donnelley
Corporation}, the Company (ffk/a The Dun & Bradstreet Corporation), The Am-Don Partnership a/k/a DonTech,
DonTech I, Ameritech Publishing, Inc., Ameritech Publishing of Iflinois, Inc., Ameritech Corporation, DonTech t
Publishing Company LLC and the APIL Partners Partnership (incorporated by reference to Exhibit 10.12 to
Amendment No. 1 to the Registration Statement on Form S-4, filed with the Securities and Exchange Commission
on August 7, 1998, Registration No. 333-53287)

Exclusive Sales Agency Agreement, effective August 19, 1997, between APIL Partners Partnership and DonTech i
(incorporated by reference to Exhibit 10.13 to Amendment No. 1 to the Registration Statement on Form S-4, filed with
the Securities and Exchange Commission on August 7, 1898, Registration No. 333-59287)

Agreement for Publishing Services, dated as of January 1, 2002 between Ameritech Publishing Inc. and

R.H. Donneliey Inc. (certain portions of this exhibit have been omitted and filed separately with the Securities and
Exchange Commission pursuant to an Application for an Order Granting Confidential Treatment) (incorporated by
reference to Exhibit 10.13 to the Company's Quarterly Report on Form 10-Q for the three months ended March 31,
2002, Commission File No. 001-07155)

Second Amended and Restated Partnership Agreement, effective as of August 13, 1897, by and between

R.H. Donnelley Inc. (f/k/a The Reuben H. Donnelley Corporation) and Ameritech Publishing of illinois (incorporated
by reference to Exhibit 10.14 to Amendment No. 1 to the Registration Statement on Form S-4, filed with the
Securities and Exchange Commission on August 7, 1998, Registration No. 333-59287)

Limited Liability Company Agreement of CenDon, L.L.C. dated April 27, 2000 between R.H. Donnelley Inc. and
Centel Directory Company (certain portions of this exhibit have been omitted and filed separately with the Securities
and Exchange Commission pursuant to an Application for an Order Granting Confidential Treatment) (incorporated
by reference to Exhibit 10.14 to the Company’s Quarterly Report on Farm 10-Q for the three months ended June 30,
2002, Commission File No. 001-07155)

Sales Agency Agreement dated April 27, 2000 among R.H. Donnelley Inc., Centel Directory Company and
CenDon, L1.C. (incorporated by reference to Exhibit 10.15 to the Company’s Quarterly Report on Form 10-Q for
the three months ended June 30, 2002, Commission File No. 001-07155)

Agreement for Publishing Services dated April 27, 2000 between R.H. Donneliey and CenDon, L.L.C. (certain
portions of this exhibit have been omitted and filed separately with the Securities and Exchange Commission
pursuant to an Application for an Order Granting Confidential Treatment) (incorporated by reference to Exhibit
10.16 to the Company’s Quarterly Report on Form 10-Q for the three months ended June 30, 2002, Commission
File No. 001-07155)

Key Employees’ Performance Unit Plan, as amended and restated (incorporated by reference to Exhibit 10.15
to Amendment No. 3 to the Registration Statement on Form S-4, filed with the Securities and Exchange Commission
on September 28, 1998, Registration No. 333-59287)

1991 Key Employees' Stock Option Plan, as amended and restated through April 25, 2000 (incorporated
by reference to Exhibit 10.17 to the Company's Quarterly Report on Form 10-Q for the three months ended
September 30, 2000, Commission File No. 001-07155)

Amended and Restated 1998 Directors’ Stock Plan (incorporated by reference to Exhibit 10.18 to the Company’s
Annual Report on Form 10-K for the year ended December 31,1999, Commission File No. 001-07155)

Pension Benefit Equalization Plan (incorporated by reference to Exhibit 10.16 to the Company’s Annual Report
on Form 10-K for the year ended December 31, 2001, Commission File No. 001-07155)

2001 Stock Award and Incentive Plan (incorporated by reference to Exhibit 10.17 to the Company’s Annual
Report on Form 10-K for the year ended December 31, 2001, Commission File No. 001-07155)
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2001 Partner Share Plan (incorporated by reference to Exhibit 99.1 to Registration Statement on Form S-8, tiled
with the Securities and Exchange Commission on April 30, 2001, Registration No. 333-52790)

Form of Non-Qualified Stock Option Agreement (incorporated by reference to Exhibit 99.02 to Registration
Statement on Form S-8, filed with the Securities and Exchange Commission on July, 25, 2001, Registration
No. 333-65822)

Form of Annual Incentive Program Award (incorporated by reference to Exhibit 99.03 to Registration Statement
on Form S-8, filed with the Securities and Exchange Commission on July, 25, 2001, Registration No, 333-65822)

Form of Performance Unit Program Award (incorporated by reference to Exhibit 99.04 to Registration Statement
on Form S-8, filed with the Securities and Exchange Commission on July, 25, 2001, Registration No. 333-65822)

Deferred Compensation Plan (incorporated by reference to Exhibit 4.01 to the Company's Registration Statement on
Form S-8, filed with the Securities and Exchange Commission on November 24, 1999, Registration No. 333-91613)

Amended and Restated Employment Agreement dated as of December 27, 2001 between the Company and
Frank R. Noonan (incorporated by reference to Exhibit 10.23 to the Company's Annual Report on Form 10-K for
the year ended December 31, 2001, Commission File No. 001-07155)

Amended and Restated Employment Agreement dated as of December 27, 2001 between the Company and
Philip C. Danford (incorporated by reference to Exhibit 10.24 to the Company's Annual Report on Form 10-K for
the year ended December 31, 2001, Commission File No. 001-07155)

Employment Agreement effective as of May 1, 2002 between the Company and David C. Swanson (incorporated
by reference {0 Exhibit 10.29 to the Company’s Quarterly Report on Form 10-Q for the three months ended June 30,
2002, Commission File No. 001-07155)

Employment Agreement effective September 21, 2002 between the Company and Peter J. McDonald (incorporated
by reference to Exhibit 10.30 to the Quarterly Report on Form 10-Q for the nine months ended September 30, 2002,
Commission File No. 001-07155)

Employment Agreement effective March 1, 2002 between the Company and Steven M. Blondy (incorporated
by reference to Exhibit 10.30 to the Company's Quarterly Report on Form 10-Q for the three months ended June 30,
2002, Commission File No. 001-07155)

Employment Agreement dated as of September 28, 1998 between the Company and Frank M. Colarusso
(incorporated by reference to Exhibit 10.32 to the Annual Report on Form 10-K for the year ended December 31,
2000, Commission File No. 001-07155)

Amendment No. 1 to Employment Agreement dated as of July 27, 2000 between the Company and
Frank M. Colarusso (incorperated by reference to Exhibit 10.33 to the Annual Report on Form 10-K for the
year ended December 31, 2000, Commission File No. 001-07155)

Amendment No. 2 to Employment Agreement dated as of February 27, 2001 between the Company and
Frank M. Colarusso (incorporated by reference to Exhibit 10.34 to the Annual Report on Form 10-K for the
year ended December 31, 2000, Commission File No. 001-07155)

Employment Agreement dated as of September 26, 2000 between the Company and William C. Drexler
(incorporated by reference to Exhibit 10.35 to the Annual Report on Form 10-K for the year ended December 31,
2000, Commission File No. 001-07155)

Amendment No. 1 to Employment Agreement dated as of February 27, 2001 between the Company and
William C. Drexter (incorporated by reference to Exhibit 10.36 to the Annual Report on Form 10-K for the year
ended December 31, 2000, Commission File No. 001-07155)

Employment Agreement dated as of January 1, 2001 between the Company and Robert J. Bush (incorporated
by reference to Exhibit 10.37 to the Annual Report on Form 10-K for the year ended December 31, 2000,
Commission File No. 001-07155)

Amendment No. 1 to Employment Agreement dated as of February 27, 2001 between the Company and
Robert J. Bush (incorporated by reference to Exhibit 10.38 to the Annual Report on Form 10-K for the year ended
December 31, 2000, Commission File No. 001-07155)

Separation Agreement and Release dated as of March 15, 2001 between the Company and Judith A. Norton
(incorporated by reference to Exhibit 10.29 to the Annual Report on Form 10-K for the year ended December 31,
2000, Commission File No. 001-07155)
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Letter Agreement, dated as of November 25, 2002, among the Company, R.H. Donnelley Inc. and investment
partnerships affiliated with The Goldman Sachs Group, Inc. (incorporated by reference to Exhibit 10.1 to Current
Report on Form 8-K, filed with the Securities and Exchange Commission on December 3, 2002, Commission
File No. 001-07185)

Letter Agreement dated as of January 3, 2003 among the Company, R.H. Donnelley Inc. and investment partner-
ships affiliated with The Goldman Sachs Group, Inc. (incorporated by reference to Exhibit 10.8 to the Current
Report on Form 8-K, filed with the Securities and Exchange Commission on January 17, 2003, Commission File
No. 001-07155)

Directory Services License Agreement, dated as of January 3, 2003, by and among R.H. Donnelley Publishing &
Advertising, Inc. (f/k/a Sprint Publishing & Advertising, inc.), CenDon L.L.C., R.H. Donneliey Directory Company
{f/k/a Centel Directory Company), Sprint Corporation, Sprint Directory Trademark Company, LLC and the Sprint
Local Telecommunications Division (incorporated by reference to Exhibit 10.1 to the Current Report on Form 8-K,
filed with the Securities and Exchange Commission on January 17, 2003, Commission File No. 001-07155)

Trademark License Agreement, dated as of January 3, 2003, by and among Sprint Directory Trademark Company,
LLC, R.H. Donnelley Publishing & Advertising, Inc. (f/k/a Sprint Publishing & Advertising, inc.), CenDon L.L.C.

and R.H. Donreliey Directory Company (f/k/a Centel Directory Company) {incorporated by reference to Exhibit 10.2
to the Current Report on Form 8-K, filed with the Securities and Exchange Commission on January 17, 2003,
Commission File No. 001-07155)

Publisher Trademark License Agreement, dated as of January 3, 2003, by and among R.H. Donnelley

Publishing & Advertising, Inc. (f/k/a Sprint Publishing & Advertising, Inc.), R.H. Donnelley Directory Company
(f/k/a Centel Directory Company) and Sprint Corporation {incorporated by reference to Exhibit 10.3 to the Current
Report on Form 8-K, filed with the Securities and Exchange Commission on January 17, 2003, Commission

File No. 001-07155)

Non-Competition Agreement, dated as of January 3, 2003, by and among the Company, R.H. Donnelley

Publishing & Advertising, inc. (f/k/a Sprint Publishing & Advertising, Inc.), CenDon L.L.C., R.H. Donnelley Directory
Company (ffkfa Centel Directory Company), Sprint Carporation and the Sprint Local Telecommunications Division
(incorporated by reference to Exhibit 10.4 to the Current Report on Form 8-K, filed with the Securities and Exchange
Commission on January 17, 2003, Commission File No. 001-07155)

Subscriber Listings Agreement, dated as of January 3, 2003, by and among R.H. Donnelley Publishing &
Advertising, Inc. (f/k/a Sprint Publishing & Advertising, Inc.), CenDon L.L.C., R.H. Donnelley Directory Company
(f/k/a Centel Directory Company), Sprint Corporation and the Sprint Local Telecommunications Division
(incorporated by reference to Exhibit 10.5 to the Current Report on Form 8-K, filed with the Securities and
Exchange Commission on January 17, 2003, Commission File No. 001-07155)

Credit Agreement, dated as of December 6, 2002, among the Company, R.H. Donnelley Inc., R.H. Donnelley
Finance Corporation I} (subseguently merged with and into R.H. Donnelley Inc.), the several lenders from time
to time party thereto, Bear Stearns Corporate Lending Inc. and Citicorp North America, Inc., as joint syndication
agents, BNP Paribas and Fieet National Bank, as joint documentation agents, Deutsche Bank Trust Company
Americas, as administrative agent, and Deutsche Bank Securities Inc., Salomon Smith Barney Inc. and Bear,
Stearns & Co. Inc., as joint lead arrangers and joint bookrunners (incorporated by reference to Exhibit 10.10 to
the Current Report on Form 8-K, filed with the Securities and Exchange Commission on January 17, 2003,
Commission File No. 001-07155)

Subsidiaries of the Company
Consent of Independent Accountants

Certification of Annual Report on Form 10-K for the year ended December 31, 2002 by David C. Swanson,
Chief Executive Officer

Certification of Annual Report on Form 10-K for the year ended December 31, 2002 by Steven M. Blondy,
Senior Vice President and Chief Financial Officer

Certification of Annual Report on Form 10-K for the year ended December 31, 2002 by David C. Swanson,
Chief Executive Officer for R.H. Donnelley Inc.

Certification of Annual Report on Form 10-K for the year ended December 31, 2002 by Steven M. Blondy,
Senior Vice President and Chief Financial Officer for R.H. Donnelley Inc.

A Management contract or compensatory plan
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Signatures

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this Annual Report on Form 10-K to be signed on its behalf by the undersigned, thereunto
duly authorized, on the 19th day of March 2003.

R.H. Donnelley Corporation

By:  /s/ David C. Swanson

David C. Swanson,
Chairman and Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, this report has been duly
signed by the following persons in the capacities and on the date indicated.

/s/ David C. Swanson Chairman and Chief Executive Officer and Director March 19, 2003
(David C. Swanson) (Principal Executive Officer)

/sf Steven M. Blondy Senior Vice President and Chief Financial Officer March 19, 2003
(Steven M. Blondy) (Principal Financial Cfficer)

/s! William C. Drexler Vice President and Controlier March 19, 2003
(William C. Drexler) (Principal Accounting Officer)

/s/ Kenneth G. Campbell Director March 19, 2003

(Kenneth G. Campbell)

/s/ Nancy E. Cooper Director March 19, 2003
(Nancy E. Cooper)

/s/ Robert R. Gheewalla Director March 19, 2003
(Robert R. Gheewalla)

/s{ Robert Kamerschen Director March 19, 2003

(Robert Kamerschen)

Director March 19, 2003
(Terence M. OQ'Toole)
/s/ Carol J. Parry Director March 19, 2003
(Carol J. Parry)
s/ David M. Veit Director March 19, 2003
(David M. Veit)
/s/ Barry Lawson Williams Director March 19, 2003

(Barry Lawson Williams)




Signatures

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant
has duly caused this Annual Report on Form 10-K to he signed on its behalf by the undersigned, thereunto duly
authorized, on the 19th day of March 2003.

R.H. Donneliey Inc.

By:  /s/ David C. Swanson

David C. Swanson,
Chief Executive Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, as amended, this report has been duly
signed by the following persons in the capacities and on the date indicated.

/s/ David C. Swanson Director and Chief Executive Officer March 19, 2003
(David C. Swanson) (Principal Executive Officer)

/s/ Steven M. Blondy Director, Senior Vice President and Chief Financial Officer March 19, 2003
(Steven M. Blondy) (Principat Financial Officer)

/s/ William C. Drexler Vice President and Controller March 19, 2003
{William C. Drexier) (Principal Accounting Officer)

77




R.H. Donnelley Corporation

78

Part IV, continued

Certifications

I, David C. Swanson, certify that:
1. ) have reviewed this annual report on Form 10-K of R.H. Donnelley Corporation;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were made,
not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial informaticn included in this annual report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this annual report;

4. The registrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we have:

a) Designed such disclosure controls and procedures to ensure that material information relating to the registrant, including
its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this
annual report is being prepared;

b) Evaluated the effectiveness of the registrant's disclosure controls and procedures as of a date within 90 days prior to the
filing date of this annual report {the “Evaluation Date"); and

c) Presented in this annual report our conclusions about the effectiveness of the disclosure controls and procedures based
on our evaluation as of the Evaluation Date;

5. The registrant’s other certifying officers and | have disclosed, based on our most recent evaluation, to the registrant’s

auditors and the audit committee of the registrant’s board of directors (or persons performing equivalent functions):

a) Ali significant deficiencies in the design or operation of internal controls which could adversely affect the registrant's ability

to record, process, summarize and report financial data and have identified for the registrant’s auditors any material weaknesses
in internal controls; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal controls; and

6. The registrant’s other certifying officer and | have indicated in this annual report whether or not there were significant
changes in internal controls or in other factors that could significantly affect internal controls subsequent to the date of our
most recent evaluation, including any corrective actions with regard to significant deficiencies and material weaknesses.

Date: March 19, 2003

By:  /s/ David C. Swanson

David C. Swanson
Chairman and Chief Executive Officer




Certifications

I, Steven M. Blondy, certify that:
1. | have reviewed this annual report on Form 10-K of R.H. Donneliey Corporation;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were made,
not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this annual report;

4. The registrant’'s other certifying officer and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we have:

a) Designed such disclosure controls and procedures to ensure that material information relating to the registrant, including
its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this
annual report is being prepared;

b) Evaluated the effectiveness of the registrant's disclosure controls and procedures as of a date within 90 days prior to the

filing date of this annual report (the "Evaluation Date"); and

c) Presented in this annual report our conclusions about the effectiveness of the disclosure controls and procedures based

on our evaluation as of the Evaluation Date;

5. The registrant's other certifying officers and | have disclosed, based on our mast recent evaluation, to the registrant's
auditors and the audit committee of the registrant's board of directors (or persons performing equivalent functions):

a) All significant deficiencies in the design or operaticn of internal controls which could adversely affect the registrant's ability
to record, process, summarize and report financial data and have identified for the registrant's auditors any material weaknesses
in internal controls; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal controls; and

6. The registrant's other certifying officer and | have indicated in this annual report whether or not there were significant
changes in internal controls or in other factors that could significantly affect internal controls subsequent to the date of cur
most recent evaluation, including any corrective actions with regard to significant deficiencies and material weaknesses.

Date: March 19, 2003

By:  /s/ Steven M. Blondy

Steven M. Blondy
Senior Vice President and Chief Financial Officer
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R.H. Donnelley Corporation

Part IV, continued

Certifications

|, David C. Swanson, certify that:
1. 1 have reviewed this annual report on Form 10-K of R.H. Donnelley, Inc.;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were made,
not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial informaticn included in this annual report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this annual report;

4. The registrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we have:

a) Designed such disclosure controls and procedures to ensure that material information relating to the registrant, including
its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this
annua! report is being prepared;

b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within 90 days prior to the
filing date of this annual report (the “Evaluation Date"); and

¢) Presented in this annual report our conclusions about the effectiveness of the disclosure controls and procedures based
on our evaluation as of the Evaluation Date;

5. The registrant’s other certifying officers and | have disclosed, based on our most recent evaluation, to the registrant's

auditors and the audit committee of the registrant's board of directors (or persons performing equivalent functions):

a) All significant deficiencies in the design or operation of internal controls which could adversely affect the registrant’s ability

to record, process, summarize and report financial data and have identified for the registrant’s auditors any material weaknesses
in internal controls; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal controls; and

6. The registrant’s other certifying officer and | have indicated in this annual report whether or not there were significant
changes in internal controls or in cther factors that could significantly affect internal controls subsequent to the date of our
most recent evaluation, including any corrective actions with regard to significant deficiencies and material weaknesses.

Date: March 19, 2003

By:  /s/ David C. Swanson

David C. Swanson
President and Chief Executive Officer
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Certifications

|, Steven M. Blondy, certify that:
1. I have reviewed this annual report on Form 10-K of R.H. Donnelley, Inc.;

2. Based on my knowledge, this annual report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were made,
not misleading with respect to the period covered by this annual report;

3. Based on my knowledge, the financial statements, and other financial information included in this annual report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the
periods presented in this annua! report;

4. The registrant’s other certifying officer and | are responsible for establishing and maintaining disclosure controls and
procedures {as defined in Exchange Act Rules 13a-14 and 15d-14) for the registrant and we have:

a) Designed such disclosure controls and procedures to ensure that material information relating to the registrant, inciuding
its consolidated subsidiaries, is made known to us by others within those entities, particularly during the period in which this
annual report is being prepared;

b) Evaluated the effectiveness of the registrant’s disclosure controls and procedures as of a date within 90 days prior to the
filing date of this annual report (the “Evaluation Date”); and

¢) Presented in this annual report our conclusions about the effectiveness of the disclosure controls and procedures based
on our evaluation as of the Evaluation Date;

5. The registrant’s other certifying officers and | have disclosed, based on our most recent evaluation, to the registrant's
auditors and the audit committee of the registrant's board of directors {or persons performing equivalent functions):

a) All significant deficiencies in the design or operation of internal controls which could adversely affect the registrant's ability
to record, process, summarize and report financial data and have identified for the registrant’s auditors any material weaknesses
in internal controls; and

b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant's internal controls; and

6. The registrant’s other certifying officer and | have indicated in this annual report whether or not there were significant
changes in internal controls or in other factors that could significantly affect internal controls subsequent to the date of our
most recent evaluation, including any corrective actions with regard to significant deficiencies and material weaknesses.

Date: March 19, 2003

By:  /s/ Steven M. Blondy

Steven M. Blondy
Senior Vice President and Chief Financial Officer
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Securities and Exchange Commission
Washington, D.C. 20549

Form 8-K/A (Amendment No. 1)

Current Report pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934

Date of report (Date of earliest event reported) January 3, 2003

R.H. Donnelley Corporation

Exact name of registrant as specified in charter

Delaware 001-07155
State of or other jurisdiction of incorporation Commission File Number

One Manhattanville Road, Purchase, New York 10577
Address of principal executive offices Zip Code

R.H. Donnelley Inc.”

Exact name of registrant as specified in charter

Delaware 333-59287
State of or other jurisdiction of incorporation Commission File Number

One Manhattanville Road, Purchase, New York 10577
Address of principal executive offices Zip Code

914-933-6400
Registrant’s telephene number, including area code

Not Appilicabie
(Former Name or Former Address, if Changed Since Last Report)

13-2740040
I.R.S. Employer
Identification Number

36-2467635
I.R.S. Employer
identification Number

“R.H. Donnelley Inc. is a wholly owned subsidiary of R.H. Donneliey Corporation, which became subject to the
filing requirements of Section 15(d) on October 1, 1998. As of March 18, 2003, 100 shares of R.H. Donnelley Inc.

common stock, no par value, were outstanding.




This Form 8-K/A is being filed to amend the Form 8-K filed on January 17, 2003 by R.H. Donnelley Corporation
{the "Company") to include the financial statements and pro forma financial information referred to in ltem 7
below relating to the SPA Acquisition (as defined below). At the time of the filing of the Form 8-K, it was impractical
for the Company to provide these financial statements and pro forma financial information. Pursuant to the
instructions to item 7 of Form 8-K, the Company hereby amends item 7 to the Form 8-K to inciude the previously
omitted information.

On January 3, 2003, the Company completed the acquisition (the "SPA Acquisition”) from Sprint Corporation
(“Sprint”) of Sprint's directory publishing business ("SPA”) by purchasing the stock of two subsidiaries of

Sprint, DirecteriesAmerica, inc. and Centel Directory Company. The acquisition was accomplished pursuant to,
and in accordance with, the terms of the Stock Purchase Agreement, dated as of September 21, 2002 (as
supplemented and amended, the "Stock Purchase Agreement”), by and among the Company, Sprint and Centel
Directories LLC, a Delaware limited liability company (“Centel”). The parties supplemented and amended
certain of their obligations in connection with the transactions contemplated by the Stock Purchase Agreement
pursuant to the Supplemental Agreement to Stock Purchase Agreement, dated as of December 31, 2002 (the
“Supplemental Agreement”).

The foregoing descriptions of all such agreements are qualified in their entirety by the full text of each such
document and are incorporated herein by reference.
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Sprint Publishing & Advertising

8-K, continued

ftem 7. Financial Statements and Exhibits

a) Financial Statements of the Businesses Acquired

Report of Independent Auditors

The Board of Directors
Sprint Corporation

We have audited the accompanying combined consolidated
balance sheets as of December 31, 2002, 2001 and 2000, of the
directory publishing operations of Sprint Corporation (Sprint
Publishing & Advertising), as described in Note 1, and the
related combined consolidated statements of income, share-
holders’ equity, and cash flows for the years then ended. These
financial statements are the responsibility of Sprint Publishing &
Advertising's management. Our responsibility is to express

an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing stan-
dards generally accepted in the United States. These standards
require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free
of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by
management, as well as evaluating the overall financial state-
ment presentation. We believe that our audits provide a reason-
able basis for our opinion.

In our opinion, the financial statements referred to above
present fairly, in all material respects, the combined consolidat-
ed financial position of Sprint Publishing & Advertising at
December 31, 2002, 2001 and 2000, and the combined consoli-
dated results of its operations and its cash flows for the years
then ended in conformity with accounting principles generally
accepted in the United States.

Ernst & Young LLP

Kansas City, Missouri
January 31, 2003




Sprint Publishing & Advertising

Combined Consolidated Statements of income

Years Ended December 31,

{in thousands) 2002 2001 2000
Net Operating Revenues $ 545,604 $ 555,637 $ 459,426
Operating Expenses
Costs of services and products 202,481 210,762 187,199
Selling, general and administrative 50,663 65,761 54,340
Depreciation 8,604 8,051 8,016
Amocrtization - 850 850
Restructuring charge 180 1,588 -
Total operating expenses 261,928 287,012 251,005
Operating Income 283,676 268,625 208,421
interest expense 1,875 4,890 1,141
Equity in earnings of CenDon Partnership - - 7777
Minority interest in oss/(income) 282 (561) 978
Priority distributions 17,703 18,436 6,999
Gain on sale of Midwest Operations - - 45,528
Other income, net 1,523 7,433 2,608
income before income taxes 265,903 252,171 257,172
Income taxes 103,763 98,446 102,194
Net Income $ 162,140 $ 153,725 $ 154,978

See accompanying Notes to Combined Consolidated Financial Statements.
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Sprint Publishing & Advertising

Combined Consolidated Balance Sheels

December 31,
{in thousands) 2002 2001 2000
Assets
Current Assets
Cash $ 1,691 $ - $ -
Accounts receivable
Billed 53,300 57,957 65,692
Unbilled 263,779 261,480 267,681
Allowance for doubtful accounts and
deferred revenue credits {35,073) (26,322) (36,130)
Accounts receivable. net 284,006 293,115 297,143
Deferred directory costs 97,190 101,721 98,540
Advances to parent company 4,538 13,090 26,289
Deferred income taxes 35,697 21,320 23,274
Prepaid expenses and other 3,899 2825 6,509
Total current assets 427,021 432,071 451,755
Property plant and equipment
Data processing 30,669 30,341 30,359
Other 11,216 10,807 12,108
Accumulated depreciation {29,906) (24,069) (18,088)
Net property plant and equipment 11,979 17,078 24,379
Deferred income taxes 6,568 3,829 2,193
Goodwill and other assets 1,299 1,320 2,178
Total $ 446,867 $ 454,299 $ 480,505
Liabilities and Shareholders’ Equity
Current liabilities
Accounts payable $ 8,555 $ 4919 7,270
Accrued printing 8,809 12,007 14,184
Deferred revenue 292,775 288,564 287,547
Payroll and employee benefits 5,341 3,364 4,625
Affiliated payables 4,603 3,559 4,012
Other 1,587 15,632 14,494
Total current lizbilities 331,670 328,045 332,132
Noncurrent liabilities
Long-term obligation 16,110 14,872 13,746
Post retirement, pension and other obligations 19,040 18,950 17,452
Other - - 10
Total noncurrent liabilities 35,150 33,822 31,208
Minority interest {5,555} (5,030) 1,428
Shareholders' equity
Common stock
DirectoriesAmerica, Inc. par value $1 per share,
10,000 shares autherized, and 1,004 shares issued
and outstanding 1 1 1
Centel Directory Company, no par value per share,
10 shares authorized, issued and outstanding - - -
Capital in excess of par value 176 176 176
Combined retained earnings 85,425 97,285 115,560
Total shareholders’ equity 85,602 97,462 115,737
Total $ 446,867 $ 454,299 $ 480,505

See accompanying Notes to Combined Consolidated Financial Statements.




Sprint Publishing & Advertising

Combined Gonsclidated Statements

of Cash Fiows

Years Ended December 31,

(thousands) 2002 2001 2000
Operating Activities
Net income $ 162,140 $ 153,725 $154,978
Adjustments to reconcile net income to net cash
provided by operating activities:
Provision for bad debts 26,521 42,613 30,576
Depreciation and amortization 8,604 8,901 8,866
Deferred income taxes (17,116) 318 (2,935)
Minority interest in earnings in Cendon, L.L.C. (282) 561 (978)
Priority distributions to minority interest 17,703 18,436 6,999
Gain on sale of Midwest Operations - - (45,528)
Changes in assets and liabilities:
Accounts receivable (17,412) (38,585) {93,032)
Deferred directory costs 4,531 (3,181) (6,577)
Other current assets (1,074) 3,684 (9,567)
Accounts payable 3,636 {2,351) 819
Deferred revenue 4,211 1,017 73,326
Accrued expenses and other liabilities {5,266) (2,300) 8,043
Affiliated receivables and payables, net 1,044 (453) 6,954
Noncurrent assets and liabilities i1 1,496 1,696
Other, net (650) 717 (159)
Net cash provided by cperating activities 186,701 184,598 133,481
Investing Activities
Capital expenditures {1,616) (342) (1,485)
Changes in advances to parent company 8,552 13,199 3,556
Return of investment in CenDon Partnership - - 6,070
Contributions to CenDon Partnership - - (437)
Proceeds from the sale of Midwest Operations - - 46,843
Net cash provided by investing activities 6,936 12,857 54,547
Financing Activities
Distributions paid to minority interest, net (17,946) (25,455) (14,884)
Dividends paid (174,000) (172,000) (173,144)
Net cash used by financing activities {191,946) (197 ,455) (188,028)
Increase in Cash and Equivalents 1,691 - -
Cash and Equivalents at Beginning of Period - - -
Cash and Equivalents at End of Period $ 1,691 3 - $ -
Cash received for interest $ 967 $ 2262 $ 3248
Cash paid for taxes $ 117,813 $ 95665 $108,287

See accompanying Notes to Combined Consolidated Financial Statements.
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Sprint Publishing & Advertising

Combined Consolidated Statements of Shareholders’ Equity

Centel Directory Combined
(thousands) DirectoriesAmerica, Inc. Company Retained Earnings Total
Beginning 2000 balance $ 166 3 11 $ 133,726 $ 133,903
Common stock dividends - - (173,144) (173,144)
Net income - - 154,978 154,978
Ending 2000 balance 166 11 115,560 115,737
Common stock dividends - - (172,000} (172,000)
Net income - - 163,725 153,725
Ending 2001 balance 166 11 97,285 97,462
Common stock dividends - - (174,000) (174,000)
Net income - - 162,140 162,140
Ending 2002 balance $ 166 3 11 $ 85425 $ 85602

See accompanying Notes toc Combined Consolidated Financial Statements.




Sprint Publishing & Advertising

Notes to Combined Consolidated Finamcial Statements

1. Summary of Significant Accounting Policies

Basis of Combination and Presentation

The combined consolidated financial statements include the
accounts of DirectoriesAmerica, Inc. with its wholly owned sub-
sidiary Sprint Publishing and Advertising, Inc. (SPA, Inc.)

and Centel Directory Company (CDC), collectively referred to as
Sprint Publishing & Advertising. All significant intercompany
amounts have been eliminated. Investments in entities in which
Sprint Publishing & Advertising exercises significant influence,
but does not control, are accounted for using the equity method
(see Note 3). DirectoriesAmerica, Inc. and CDC are wholly
owned by Sprint Corporation (Sprint). On January 3, 2003,
Sprint completed the sale of Sprint Publishing & Advertising
(see Note 12).

The combined consolidated financial statements are pre-
pared using accounting principles generally accepted in the
United States. These principles reguire management to make
estimates and assumptions that affect the reported amounts
of assets and liabilities, the disclosure of contingent assets and
liabilities, and the reported amounts of revenues and expenses.
Actual results could differ from those estimates.

Certain prior-year amounts have been reciassified to con-
form to the current-year presentation. These reclassifications
had no effect on the results of operations or shareholders' equity
as previously reported.

Sprint Corporation

Sprint is a global communications company and a leader in
integrating long-distance, local service. and wireless communi-
cations. Sprint’s business is divided into three main lines of
business: the global markets division, the local telecommunica-
tions division and the PCS wireless telephony products and
services business. The FON common stock is intended to reflect
the financial results and economic value of the global markets
division, the local division and cther businesses consisting
primarily of wholesale distribution and telecommunications
products. Sprint Publishing & Advertising is reported as discon-
tinued operations of the FON Group. The PCS common stock

is intended to reflect the financial results and economic value of
the PCS wireless telephony products and services business.

Operations

Sprint Publishing & Advertising publishes and markets approxi-
mately 260 revenue producing white and yellow pages directo-
ries primarily in territories served by Sprint's local telecommuni-
cations divisicn. Prior to June 2000 the business also included
approximately 55 directories cutside Sprint's local territories
(see Note 5).

Material Agreements

Sprint Publishing & Advertising entered into Sales Agency
Agreements with R.H. Donnelley Inc. Under the agreements,

R H. Donnelley Inc. provides sales management services and
sales forces for certain directories and receives a commission
based on certain advertising revenues sold into those directo-
ries. The agreement with CDC has an expiration date of January
1, 2009 {this agreement has an automatic two-year extension
through January 1, 2011) and the agreement with SPA, Inc.
expires on December 31, 2004.

SPA, Inc. has entered into a Directory Manufacturing
Agreement with R.R. Donnelley and Sons Company for the
printing of substantially alt of its directories. This agreement
has an expiration date for print and binding services of
December 31, 2007.

CDC and SPA, Inc. have entered into Production
Agreements with R.H. Donnelley inc. for the production of and
pre-press graphic services for the CenDon, L.L.C. and Central
Florida directories, respectively. These agreements have an
expiration date of December 31, 2003.

In conjunction with the CenDon Partnership restructuring,
CDC has agreed to priority distributions, which accrue to R.H.
Donnelley Inc. through 2004 (see Note 3). These priority distri-
butions approximate the partnership distributions anticipated
under the initial CenDon Partnership agreement.

Sprint Publishing & Advertising and CenDon, L.L.C. have
entered into a Directory Agreement with Sprint's local telecom-
munications companies. This agreement provides Sprint
Publishing & Advertising with access to the customer listings
for the local territories and the right to use the listings in the
directories. The local telephone companies receive a fee based
on the number of listings in each directory. The initial term of this
agreement expires on December 31, 2004 and automaticaily
renews for successive one-year terms, unless either party pro-
vides notice of termination.

Pursuant to the Sales Agency Agreement, COC is obligated
to replace the Directory Agreements so that CDC’s right to
publish the directories is extended through the term of the Sales
Agency Agreement. In the event CDC fails to replace each
Directory Agreement by January 1, 2004, then, at any time prior
to April 30, 2004, R.H. Donnelley inc. may reguire CDC to
purchase for cash R.H. Donnelley Inc's rights under the Sales
Agency Agreement at fair market values determined in accor-
dance with the Sales Agency Agreement.

The material agreements with R.H. Donnelley Inc. no longer
apply effective January 3, 2003 as a result of the change in con-
trol {See Note 12).

income Taxes

Sprint Publishing & Advertising's operations are included in the
consolidated income tax return of Sprint Corporation. Income tax
is recognized by the entities that comprise Sprint Publishing &
Advertising on the basis of each entity filing separate returns.

Sprint Publishing & Advertising records deferred income
taxes based on temporary differences between the carrying
amounts of assets and liabilities for financial reporting purposes
and their tax bases.

Revenue Recognition and Deferred Directory Costs

Revenues from the sale of advertising placed in each directory
are deferred and amortized over the life of the directory, gener-
ally one year. Expenditures directly related to sales. production.
printing and distribution of directories are deferred and amor-
tized over the same period as the related revenues.

Advertising Expense

Sprint Publishing & Advertising recognizes advertising expense
as incurred. These expenses include production, media and
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Sprint Publishing & Advertising

8-K, ltem 7a, Note 1, continued

other promotional and sponsorship costs. Total advertising
expenses were approximately $4,514,000 in 2002, approximate-
ly $8,658,000 in 2001 and approximately $8,901,000 in 2000.

Property, Plant and Equipment

Property, plant and equipment is recorded at cost. The cost of

property, plant and equipment is depreciated on a straight-line
basis over estimated economic useful lives. Repair and mainte-
nance costs are expensed as incurred.

Goodwill

Gooadwill represents the excess of the purchase price over the
fair value of the net assets acquired in business combinations
accounted for as purchases. Prior to adoption of SFAS No. 142,
goodwill was amortized over five years using the straight-line
method. Goodwill net of accumulated amortization included in
the combined consolidated balance sheet was $1,275,000 in
2001 and $2,125,000 in 2000.

Sprint Publishing & Advertising adopted SFAS No. 142,
“Goodwill and Other Intangible Assets” on January 1, 2002. This
standard prescribes the accounting treatment for both identifi-
able intangibles and goodwill after initial recognition. Upon
adoption of the standard, amortization of goodwill and indefinite
life intangibles ceased and accumulated amortization as of
December 31, 2001 reduced the carrying value of these assets.
Periodic impairment testing of these assets is now required.
Concurrent with adoption, Sprint Publishing & Advertising evalu-
ated for impairment its goodwill and indefinite life intangibles in
accordance with the standard’s guidance and determined these
assets were not impaired.

Stock-based Compensation

Sprint Publishing & Advertising accounts for their stock-based
employee compensation plans under the recognition and meas-
urement principles of APB Opinion No. 25, “Accounting for
Stock Issued to Employees,” and related interpretations. Based
on the additional disclosure requirements of SFAS No. 148,
'Accounting for Stock-Based Compensation - Transition and
Disclosure,” the following table illustrates the effect on net
income if the company had applied the fair value recognition
provisions of SFAS No. 123, “Accounting for Stock-Based
Compensation.” (See Note 11 for additional information regard-
ing SFAS No. 148}.

Year Ended December 31,

(thousands) 2002 2001 2000

Net income, as reported  $ 182,140  $153,725 $154,978
Add: Stock-based
employee compensation
expense included in
reported net income,
net of related tax effects 34 9 291
Deduct: Total stock-based
employee compensation
expense determined
under fair value based
method for all awards,
net of related tax effects {1,628)

(3,483) (5,640)

2. Related Party Transactions and Allocations

Sorint directly assigns, where possible, certain general and
administrative costs to Sprint Publishing & Advertising based

on its actual use of those services. Where direct assignment of
costs is not possible, or practical, Sprint uses other indirect
methods, including time studies, to estimate the allocation of
costs to each operating unit. Cost allocation methods other than
time studies include factors (general, marketing or headcount)
derived from the operating unit's relative share of the predefined
category referenced (e.g. headcount). Costs for shared
services allocated to Sprint Publishing & Advertising totaled
approximately $16,161,000 in 2002, $12,775,000 in 2001

and $11,648,000 in 2000. The allocation of shared services may
change at the discretion of Sprint’s Board.

Financing activities are managed by Sprint on a centralized
basis. Debt has not been incurred by Sprint on behalf of
Sprint Publishing & Advertising and is therefore, not reflected in
the financial statements of Sprint Publishing & Advertising.

Under Sprint’'s centralized cash management program,
Sprint and Sprint Publishing & Advertising may advance funds
to each other. These net advances are classified as a current
asset and bear an interest rate that is substantially equal to the
rate that Sprint, as a whole, obtains on a short-term basis.

The allocation of financing activities may change at the
discretion of Sprint's Board and does not require shareholder
approval.

Sprint files a consolidated federal income tax return and
certain state income tax returns which include Sprint Publishing
& Advertising results. Tax payments due to or from divisions
within the FON Group are satisfied on the date Sprint's related
tax payment is due to or the refund is received from the applica-
ble tax authority.

Sprint Publishing & Advertising's related party transactions
with Sprint and its affiliates were as follows (in thousands):

Transaction Description 2002 2001 2000
Expenses
Shared services $ 16,161 $ 12,775 $ 11,648
Local and

interexchange

telephone service 1,174 1,245 1,419
Facility leases 117 103 191

Telecommunications
equipment, materials
and supplies
purchased 9 4 28

Revenues
Interest income from
Sprint, net $ 967
Revenues
from directories

$ 2262 $ 3248

2,237 2,193 1,809

Pro forma net income $160,546 $150,251 $149,629




3. investments

investments in and Advances to Affiliates

Through June 30, 2000, the investment accounted for using the
equity method was CDC'’s 50 percent investment in the CenDon
Partnership which was restructured to CenDon, L.L.C. effective
July 1, 2000. The CenDon Partnership recognized 100% of
revenues and expenses for a directory at its publication date.
As part of the partnership restructuring, CDC assumed manage-
ment control requiring the L.L.C. to be consolidated beginning
July 1, 2000.

Unaudited, summarized financial information (100% basis)
of the CenDon Partnership was as follows:

Six months ended

(thousands) June 30, 2000

Results of operations

Net operating revenues $ 71,452
Operating income $ 65,377
Net loss $ 6158
Financial position
Current assets $ 46,088
Total $ 46,088
Current liabilities $ 16,749
Noncurrent liabilities 13,305
Owners' equity 16,033
Total $ 46,088

4. Restructuring Charge

in the fourth quarter of 2001, Sprint announced plans to take
steps to improve its competitive position and reduce operating
costs in the business units that comprise its FON Group. These
efforts included consolidation and streamiining of marketing and
network operations, as well as streamlining of corporate support
functions. This decision resulted in the allocaticn of a one-

time charge to Sprint Publishing & Advertising of $1,688,000,
predominately associated with the severance costs of work
force reductions.

In 2002, Sprint performed an analysis to finalize the
restructuring estimates recorded in the 2001 fourth quarter. This
analysis resulted in an additional charge of $180,000. At
December 31, 2002, substantially all amounts have been paid.

5. Gain on Sale of Midwest Operations

Effective May 31, 2000, Sprint Publishing & Advertising sold the
assets associated with the publication of approximately 55
telephone directories in lllinois and Wisconsin to a non-affiliated
company. Proceeds from the sale totaled $46,843,000 and
resulted in a pre-tax gain on sale of $45,528,000.

in connection with the asset sale, Sprint signed a three-
year non-compete agreement, which expires May 31, 2003 and

SPA, Inc. signed a five-year non-compete agreement, which
expires May 31, 2005. These non-compete agreements prohibit
Sprint and SPA, Inc. from engaging in directory publishing
activities in areas in and around Chicago, lllinois, and
Milwaukee, Wisconsin.

8. Employee Benefit Plans

Defined Benefit Pension Plan

Most Sprint Publishing & Advertising employees are covered
by Sprint's noncentributory defined benefit pension plan.
Pension benefits are based on years of service and the partici-
pants' compensation.

Sprint’s policy is to make plan contributions equal to an
actuarially determined amount consistent with federal tax regula-
tions. The funding objective is to accumulate funds at a relatively
stable rate over the participants’ working lives so benefits are
fully funded at retirement.

Net pension costs or credits are determined for Sprint
Publishing & Advertising based on a direct calculation of service
costs and interest on projected benefit obligations, and an
appropriate allocation of unrecognized prior service costs, amor-
tization of unrecognized transition assets, actuarial gains and
losses, and expected return on plan assets. Amounts included
for the plan in the Combined Consolidated Balance Sheets
include accrued pension expense of approximately $11,639,000
at year-end 2002, approximately $10,127,000 at year-end
2001, and approximately $8,608,000 at year-end 2000. Sprint
Publishing & Advertising recorded net pension expense of
approximately $1,512,000 in 2002, approximately $1,519,000 in
2001, and approximately $1,515,000 in 2000.

Defined Contribution Plans

Sprint sponsors defined contribution employee savings plans
covering most Sprint Publishing & Advertising employees.
Participants may contribute portions of their pay to the plans.
For union employees, Sprint matches contributions based on
negotiated amounts. Sprint Publishing & Advertising does not
have any union employees, Sprint also matches contributions of
non-union employees in FON stock and PCS stock. The match-
ing is equal to 50% of participants’ contributions up to 8% of
their pay. In addition, Sprint may, at the discretion of its Board
of Directors, provide additional matching contributions based on
the performance of FON stock and PCS stock compared to
other telecommunications companies’ stock. At year-end 2002,
the plans held 42 million FON shares with a market value of
$608 million and dividends reinvested into the plan of $20 mil-
lion. At year-end 2002, the plans held 52 million PCS shares
with a market value of $227 million. Amounts directly allocated to
Sprint Publishing & Advertising for matching contributions and
expenses were approximately $305,000 in 2002, approximatety
$986,000 in 2001 and approximately $1,169,000 in 2000.

Postretirement Benefits

Sprint provides postretirement benefits (mainly medical and

life insurance) to most Sprint Publishing & Advertising
employees. Employees retiring before certain dates are eligible
for benefits at no cost, or at a reduced cost. Empioyees
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retiring after certain dates are eligible for benefits on a shared-cost basis. Sprint funds the accrued costs as benefits are paid.

In the 2001 third guarter, Sprint adopted amendments to two postretirement benefit plans. As a result of the amendments,
the life insurance benefit is eliminated for employees retiring after 2003 and the postretirement medical insurance plan is replaced
with a Sprint-funded account to be managed by the employee. The plan amendment to the Sprint retiree medical insurance
plan reduced the accumulated postretirement benefit cbligation and reduced employee benefits attributed to employee service
already rendered. Sprint Publishing & Advertising recognized a curtailment loss from this amendment of $189,000.

The amount of accrued postretirement benefit costs included in the combined consolidated balance sheets were $6,629,000
at year-end 2002, $7,357,000 at year-end 2001 and $7,492,000 at year-end 2000,

Net postretirement benefits costs are determined for Sprint Publishing & Advertising based on direct calculation of service
costs and interest on accumulated postretirement benefit obligations and an appropriate allocation of unrecognized prior service
costs and actuarial gains. Sprint Publishing & Advertising recorded a net periodic benefit credit of $491,000 in 2002 and $98,000
in 2001 and net periodic benefit costs of $51,000 in 2000.

7. Income Taxes The differences that caused Sprint Publishing & Advertising’s
effective income tax rates to vary from the 35% federal
statutory rate for income taxes related to continuing operations

Income tax expense consists of the following: were as follows:

(thousands) 2002 2001 2000 (thousands) 2002 2001 2000
Current income Income tax expense
tax expense at the federal
Federal $103404  § 82299  § 86,752 statutory rate $ 93066 §88260 $ 90,010
State 17,475 15,829 18,377
Effect of:
Total current 120,879 98,128 105,128 }
State income taxes,
Deferred income tax net of federat
expense (benefit) income tax effect 10,561 10,015 11,858
Federal (15,889) 740 2gon) x ' ' '
State (1,227) (422) (134) ther, net 138 171 326
Total deferred (17,116) 318 (2,935) Income tax expense 103,763 98,446 102,194
Total $ 103,763 $ 98,446  $102,194 Effective income tax rate  38.0% 39.0% 39.7%

Sprint Publishing & Advertising recognizes deferred income taxes for the temporary differences between the carrying amounts of its
assets and liabilities for financial statement purposes and their tax bases. The sources of the differences that give rise to the deferred
income tax assets and liabilities at year-end 2002, 2001 and 2000, along with the income tax effect of each, were as follows:

2002 Deferred income Tax 2001 Deferred Income Tax 2000 Deferred Income Tax
(thousands) Assets Liabilities Assets Liabilities Assets Liabilities
Property, plant and equipment $ - $2,638 3 - $ 4,318 $ - $ 5,894
Intangibles 1,859 - 2,092 ~ 1,973 -
Deferred revenue 23,424 - 12,609 ~ 8,876 -
Postretirement and
other benefits 7,307 - 7,021 ~ 6,555 -
Accrued expenses - 1,535 3,921 - 7,465 -
Reserves and allowances 13,808 - 4,790 ~ 6,932 -
Other, net 40 - - 966 - 440
Total $ 46,438 $ 4,173 $ 30,433 $ 5,284 $ 31,801 $ 6,334

Management believes it is more likely than not that these deferred income tax assets will be realized based on current income
tax laws and expectations of future taxable income stemming from the reversal of existing deferred tax liabilities or ardinary
operations. Uncertainties surrounding income tax law changes. shifts in operations between state taxing jurisdictions and future
operating income levels may. however, affect the ultimate realization of all or some of these deferred income tax assets.




8. Long-term Obligation

In 1980, the CenDon Partnership entered into Directory
Agreements with various Sprint local telephone companies
which includes termination fees. Initial installments were paid by
the partnership in 1890. The remaining instaliment payments
are due quarterly in 2005 and total approximately $19,730,000.
At year-end 2002, the long-term obligation recorded in

Sprint Publishing & Advertising's Combined Consolidated
Balance Sheet is approximately $16,110,000, which represents
the present value of the termination fees per the various
Directory Agreements.

Interest is accrued on this present value liability at 10% per
annum. Interest expense on these obligations totaled $1,238,000
in 2002, $1,126,000 in 2001 and $1,002,000 in 2000. Prior to the
partnership restructuring at July 1, 2000, the interest expense
was included in Equity in earnings of CenDon Partnership.

The estimated fair value of the long-term obligation was
$18,078,000 at December 31, 2002 and $16,632,000 at
December 31, 2001. This estimated fair value of the long-term
obiigation was based on quoted market prices for publicly
traded issues.

See Note 12 for treatment subsequent to the change
in control.

9. Commiltments and Contingencies

Litigation, Claims and Assessments

From time to time various lawsuits arise in the ordinary course
of business against Sprint Publishing & Advertising.

Management cannot predict the final outcome of these
actions but believes they will not be material to Sprint Publishing
& Advertising's combined consoclidated financial statements.

Operating Leases

Sprint Publishing & Advertising’s minimum rental commitments
at year-end 2002 for all noncancelable operating leases,
consisting mainly of leases for data processing equipment,
are as follows:

(thousands)

2003 $ 2,528
2004 1,468
2005 768
2006 430
2007 430
Thereafter 1,791

Sprint Publishing & Advertising’s gross rental expense totaled
$1,837,000 in 2002, $2,574,000 in 2001 and $3,503,000 in
2000. Rental commitments for subleases, contingent rentals
and executory costs were net significant.

10. Additional Financial information

Printing costs paid to one vendor represent approximately
17% of Sprint Publishing & Advertising’s net operating expenses
in 2002, 18% in 2001 and 20% in 2000.

Sales agency and directory production services paid to
one vendor represent approximately 21% of Sprint Publishing &
Advertising's net operating expenses in 2002, 20% in 2001
and 9% in 2000. Prior to the CenDon Partnership restructuring
no payments were made to this vendor.

11. Recently Issued Accounting Pronouncements

In April 2002, the FASB issued Statement No. 145, “Recission of
FASB Statements No. 4, 44, and 64, Amendment to FASB
Statement No. 13, and Technical Corrections”. The provisions
related to Statement No. 4 are effective for fiscal years begin-
ning after May 15, 2002. The provisions related to Statement
No. 13 are effective for transactions occurring after May 185,
2002. All other provisions of this statement are effective for
financial statements issued on or after May 15, 2002. The recis-
sion of Statement No. 4, “Reporting Gains and Losses from
Extinguishment of Debt", and Statement No. 64, “Extinguishment
of Debt to Satisfy Sinking-Fund Requirements”, requires that
gains and losses from the extinguishment of debt be reported in
other income or expense. The gains and losses would be
reported as extraordinary items only if they are unusual in nature
and occur infrequently. The amendment to Statement No. 13,
“Accounting for Leases”, requires that modifications to capital
leases that give rise to operating lease classification be treated
as a sale-leaseback. Sprint Publishing & Advertising will adopt
this statement as the provisions become effective. Sprint
Publishing & Advertising has determined that there will be no
material impact of adopting this standard.

in July 2001, the FASB issued SFAS No. 143, "Accounting
for Asset Retirement Obligations.” The objective of this state-
ment is to provide accounting guidance for legal obligations
associated with the retirement of long-lived assets by requiring
the fair value of a liability for the asset retirement obligation to be
recognized in the period in which it is incurred. When the liability
is initially recognized, the asset retirement costs should also
be capitalized by increasing the carrying amount of the refated
long-lived asset. The liability is then accreted to its present
value each pericd and the capitalized costs are depreciated
over the useful life of the associated asset. Sprint Publishing &
Advertising has assessed its legal obligations and, accordingly,
has determined that there will be no material impact of adopting
this standard. This statement is effective for fiscal years
beginning after June 15, 2002. Sprint Publishing & Advertising
intends to adopt this standard on January 1, 2003.

In June 2002, the FASB issued Statement No. 146,
“Accounting for Costs Associated with Exit or Disposal
Activities”, which is effective for financial statements where exit
or disposal activities are initiated after December 31, 2002.

This statement nullifies EITF Issue 94-3, “Liability Recognition for
Certain Employee Termination Benefits and Other Costs to Exit
an Activity”, which allowed recognition of a liability for exit and
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disposal activities upon management’s intent to exit or dispose
of an activity. This statement requires that a liability for costs
associated with an exit or disposal activity be recognized

when the liability is incurred. Sprint Publishing & Advertising will
adopt this statement for exit or disposal activities initiated after
December 31, 2002.

In December 2002, the FASB issued Statement No. 148,
“Accounting for Stock-Based Compensation — Transition and
Disclosure”. This statement amends Statement No. 123,
“Accounting for Stock-Based Compensation”. The provisions
of this statement are effective for interim and annual financial
statements for fiscal years ending after December 15, 2002.
This statement provides alternative methods of transition for
a voluntary change to the fair value based method of accounting
for stock-based employee compensation. Also, this statement
amends the disclosure requirements of Statement No. 123 to
require prominent disclosures in both annual and interim
financial statements about the method of accounting for stock-
based employee compensation and the effect of the method
used on reported results, Sprint Publishing & Advertising has
not adopted the fair value recognition method, but will adopt the
disclosure requirements of this statement.

12. Subsequent Events

On January 3, 2003, Sprint completed the sale of its directory
publishing business to R.H. Donnelley Inc. for $2.23 billion

in cash. As part of this stock sale agreement, the long-term
obligation will be settled with a $14 million payment from R.H.
Donnelley inc. and a payment from SPA for the remainder

of the future value of the obligation as part of settling intercom-
pany accounts.

Concurrent with the sale transaction, the entities compris-
ing SPA underwent a name change. Sprint Publishing &
Advertising, Inc., changed its name to R.H. Donnelley Publishing
& Advertising, Inc. and Centel Directory Company changed its
name to R.H. Donnelley Directory Company.

Item 7b. Pro Forma Financial information

The following unaudited pro forma combined financial state-
ments, or pro forma statements, give effect to the acquisition

by R.H. Donneliey Corporation (“Donnelley”) of the directory
publishing business (“SPA”) of Sprint Corporation (“Sprint”) and
related financings on the historical financial position and results
of operations of Donnelley and SPA. The historical financial
information set forth below has been derived from, and should
be read in connection with, the financial statements of Donnelley
and SPA.

Donnelley’s financial statements are included in Donnelley’s
Annual Report on Farm 10-K for the year ended December 31,
2002. SPA's financial statements for the year ended December
31, 2002 are included elsewhere in this Current Report on
Form 8-K.

The pro forma statements give effect to the SPA acquisition
and the related financings as if the transactions had been
consummated for the combined income statement on January 1,
2002 and for the combined balance sheet on December 31,
2002 under the purchase method of accounting.

The pro forma statements are provided for informational
purposes only and do not purport to represent what the
combined financial position or results of operations actually
would have been had the SPA acquisition and related financings
and other pro forma adjustments occurred on the dates
indicated. Additionally, the pro forma statements are not neces-
sarily indicative of the future financial condition or results of
operations of Donnelley.

The Acquisition

On January 3, 2003, Donnelley completed the acquisition of
SPA by purchasing the stock of two subsidiaries of Sprint,
DirectoriesAmerica, Inc. and Centel Directory Company for $2.2
billion in cash, after a preliminary working capital adjustment.
The ultimate purchase price is subject to a final working capital
adjustment. The acquisition was accounted for as a purchase
business combination. Under the purchase method of account-
ing the costs to acquire SPA, including certain transaction
costs, were allocated to the underlying net assets in proportion
to their respective fair values. Any excess of the purchase
price over the estimated fair value of the net assets acquired,
incfuding identifiable intangible assets, was allocated to good-
will. A preliminary allocation of the purchase price to the net
assets acquired, including identifiable intangible assets, has
been made based on the best information currently available.
Donnelley's analysis of the fair value of net assets acquired
is not yet complete. Finalization of this purchase price allocation
could materially affect the fair value assigned to the net
assets acquired, including identifiable intangible assets and/or
estimates of their useful lives.

Management expects that the SPA acquisition will result
in increased efficiencies and cost savings opportunities for the
combined company. These opportunities include, but are not
limited to, information technology cost savings from the elimina-
tion and consolidation of publishing, sales and other systems,




rationalization and increased utilization of pre-press publishing
facilities, and the rationalization of administrative and other
support functions. Management also expects that the combined
company will incur certain general and administrative costs
above the amounts historically allocated to SPA by its parent
company. In addition, certain adjustments will be made to the
assets acquired to be consistent with the application of
Donnelley’s policies. Sprint has also agreed to purchase a mini-
mum of $3.0 million in advertising per year through 2006 and

to reimburse Donnelley for any incremental costs resulting from
any new regulatory requirements. However, the net financial
impact of these matters has not been reflected in the accompa-
nying pro forma statements.

Revenue and Expense Recognition

As a result of the acquisition of SPA, Donnelley is the publisher
of 260 revenue-generating yellow pages directories. Donnelley
will recognize revenue and certain direct costs related to the
publication of these yellow pages directories under the deferral
and amortization method. Under this method, revenue from
advertising sales and costs directly related to the sales, printing
and distribution are initially deferred and recognized ratably
over the life of a directory, which is typically twelve months.
Subsequent to the acquisition, Donnelley will continue to recog-
nize revenue for pre-press publishing services as these services
are performed.

The DonTech Partnership {“DonTech”), cur 50/50 perpetual
partnership with an affiliate of SBC Communications Inc, (*SBC")
has historically been, and will continue to be, accounted for
under the equity method. The results of DonTech are not consoli-
dated in Donnelley’s financial statements; rather Donnelley rec-
ognizes revenue participation income from SBC and its share of
DonTech's net profits as partnership income in the consolidated
statement of operations. Donnelley records its interest in the net
assets of DonTech as partnership and joint venture investments
in the consolidated balance sheet.

Effects of Purchase Accounting

SPA's deferred revenue balance at January 3, 2008 was $292.8
million representing revenue that in the absence of purchase
accounting would have been recognized in 2003 under
Donnelley's deferral and amortization revenue recognition
method. Under purchase accounting, Donnelley reduced this
$232.8 miflion liability for pre-acquisition deferred revenue to
zero. Accordingly, Donnelley will never record revenue associat-
ed with directaries that published prior to the acquisition. The
impact of the purchase accounting income adjustment has not
been reflected on the pro forma income statement. Although the
deferred revenue balance was eliminated, Donnelley retained all
the rights associated with the collection of amounts due under
and obligations under the advertising contracts executed prior
to the SPA acquisition. As a result, SPA's billed and unbilled

accounts receivable balances remain assets of Donnelley.

Additionally, we did not assume deferred directory costs on
the SPA balance sheet at January 3, 2003 related to those direc-
tories that were published prior to the acquisition. These costs,
which totaled $89.5 millicn, represent costs that in the absence
of purchase accounting would have been recognized in 2003
under Donneltey's deferral and amortization method.
Accordingly, Donnelley will never record expense associated
with directories published prior to the acquisition. The impact of
the purchase accounting adjustment has not been reflected on
the pro forma income statement. Donnelley’s post-acquisition
policy of deferring direct costs atiributable to a directory is
different than the policy followed by SPA prior to the acquisition.
Accordingly, of the $83.5 million of costs deferred by SPA
at January 3, 2003, approximately $40.0 million represent the
types of costs that would have been deferred and amortized
under Donnelley’s policy of deferring costs but will never be
recognized by Donnelley. The remaining $49.5 million of these
deferred costs represent the types of costs that would have
been treated as period costs under Donnelley’s policy and
would have been recognized by Donnelley as expense in the
periods incurred. These purchase accounting adjustments
are non-recurring and have no future cash impact.

Deferred directory costs on SPA's balance sheet at January
3, 2003, related to those directories that will publish subsequent
to the acquisition were $7.8 million. These costs were assumed
by Donnelley. Under purchase accounting rules, these deferred
costs are recorded at their fair value, which is determined as the
estimated value of the published directory less the expected
costs to complete plus a normal profit margin. The fair value of
these costs was determined to be $8.3 miflion higher than their
carrying value. Accordingly, Donneliey increased these costs by
$8.3 million to reflect their fair value.

Prior to the acquisition, Donnelley provided sales agency
and pre-press publishing services for SPA directories in certain
markets for which Donnelley received commission and pre-press
publishing revenue from SPA. Donnelley also received a priority
distribution from CenDon, L.L.C., a joint venture between
Donneliey and SPA (“CenDon”). Similarly, SPA incurred expens-
es for the services provided by us. As a result of the acquisition,
Donnelley is now the publisher of these directories. Accordingly,
had the SPA acquisition occurred on January 1, 2002, all subse-
quent transactions between Donnelley and SPA would have
been intercompany transactions. Accordingly, the transactions
between Donnelley and SPA have been eliminated in the pro
forma statements.
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Donnelley Pro Forma Combined Balance Sheet (Unaudited)

As of December 31, 2002

Donnelley SPA Pre-Acquisition Acquisition
(in thousands, except per share data) Historical Historical Adjustments Adjustments Pro Forma
Assets
Cash and cash equivalents $ 7,787 $ 1,691 $ (1891 % (2,556)" % 5231
Restricted cash 1,928,700 - - (1,828,700)" -
Accounts receivable, net 28,788 284,006 (27,208)2 - 285,588
Deferred directory costs ~ 97,190 - (89,503)*
8,300 ¢ 16,177
Advances to parent company -~ 4,538 (4,538)" - -~
Deferred income taxes - 35,697 - (35,697)* ~
Prepaid expenses and other 3,399 3,899 - - 7,108
Total current assets 1,968,674 427,021 (33,435) (2,048,156) 314,104
Fixed assets and computer software, net 12,008 11,979 - - 23,987
Partnership and joint venture investments 202,236 - (16,266)? - 185,970
Prepaid pension 22,748 - - - 22,748
Deferred income taxes - 6,568 - (6,568)* -
Other non-current assets 17,709 - - 72,042°
(2,394)7
(12,934)" 75,323
Intangible assets - - - 1,915,000 * .1,915,000
Goodwill and other assets - 1,299 - 74,460 *
(1,275)4 - 74,484
Total assets $ 2,223,375 $ 446,867 $(49,701) $ (8,925) $26118616
Liabilities and Redeemable
Convertible Preferred Stock
Accounts payable and accrued liabilities $ 20,261 $ 34,292 $ (7.936)2 $ (1,161 $ 45,456
Affiliated payables - 4,603 (4,603}’ - -
Deferred revenue - 292,775 - (292,775)* -
Current portion of long-term debt 13,780 - - (4,780)7 9,000
Total current liabilities 34,041 331,670 (12,539) (298,716) 54,456
Long-term debt 2,075,470 - - (238,225)7
488,755° 2,326,000
Deferred income taxes, - net 60,783 - - - 60,783
Pension and post-retirement benefits 7,264 19,040 {19,040)" - 7,264
Other non-current liabilities 12,958 16,110 (2,110) (14,000)®
(7.049)2 5,909
Minority interest - (5,555) - 5,655 -
Total liabilities 2,180,516 361,265 (40,738) (56,631) 2,454,412
Redeemable convertible preferred stock 63,459 - - 80,095° 143,554
Shareholders’ Equity
Preferred stock - - - - -
Common stock 51,622 1 - (1)° 51,622
Additional paid-in capital 63,913 176 - 38.216°
(176)° 102,129
Warrants outstanding 5,330 - - 8,428 © 13,758
Unamortized restricted stock (327) - - - (327)
Retained earnings 13,605 85,425 (8,963)° (76,462)°
(2,394)7 11,211
Treasury stock (164,743) - - - (164,743)
Total shareholders’ equity (30,600) 85,602 (8,963) (32,389) 13,650
Total liabilities, redeemable convertible
preferred stock and shareholders' equity $ 2,223,375 $ 446,867 $(49,701) $ (8,925) $ 2,611,616

" Pursuant to the terms of the stock purchase agresment by and among Donnelley, Sprint and Centel Directories LLC, prior to the closing, SPA settled its
intercompany receivables and payables with Sprint and dividended excess cash to Sprint. The stock purchase agreement further provided that Donnelley
would not assume SPA's existing post-retirement and other benefit obligations. The effect of these adjustments increased net assets acquired by $19,524.




2These adjustments eliminate the payables and receivables between SPA
and Donnelley, which as a resuit of the acquisition, became intercompany
balances. The effect of these adjustments was to reduce net assets
acquired by $28,487.

3Represems the net adjustment to sharehoiders' equity for adjustments (1)
and (2) above.

*The SPA acquisition was accounted for as a purchase business combina-
tion in accordance with Staternent of Financial Accounting Standards
No. 141, Business Combinations. Accordingly, the purchase price was
allocated to the tangible and identified intangible assets acquired and the
liabilities assumed on the acquisition date, as adjusted to eliminate
intercompany items. The preliminary allocation of the purchase price to the
assets acquired and liabilities assumed has been performed using a third
party valuation, as follows:

Calculation of allocable purchase price:
Cash $ 2,213475
Allocable transaction costs 15,101

Total purchase price $ 2228576

Estimated allocation of
allocable purchase price:
SPA net assets acquired 3 85,602

Directory Services Agreements ? 1,625,000
Customer relationships ° 260,000
Acquired trade names °© 30,000
Estimated profit on acquired sales contracts © 8,300
Fair value adjustments
Reverse pre-acquisition deferred revenue © 292,775
Reverse deferred directory costs associated
with directories published pre-acquisition * (89,503)
Eliminate SPA deferred tax and goodwill ¢ (43,540)
Other (14,518)
Fair value of assets acquired 2,154,116
Goodwill ! 74,460
Total aliocable purchase price $ 2,228,576

2 Commercial agreements between Sprint and Donnelley include a directory

services license agreement, a trademark license agreement and a non-
competition agreernent (coliectively "Directory Services Agreements”).

The directory services license agreement gives Donnelley the exclusive
right to produce, publish and distribute directories for Sprint in the markets
whera Sprint currently provides local telephone service. Should Sprint sell
any of the service areas covered by the agreement, the purchaser would
be bound by all rights and obligations under this agreement. The trade-
mark license agreement gives Donnelley the exclusive right to use certain
specified Sprint trademarks, including the Sprint diamond logo, in those
markets and the non-competition agreement prohibits Sprint from produc-
ing, publishing and distributing print directories or selling local advertising
in those markets, with certain limited exceptions. These agreements are
all interrelated and each has an initial term of 50 years, subject to earlier
termination under specified circumstances. The fair value assigned to these
agreements of $1,625,000 was based on the present value of estimated
future cash flows.

® Donnelley also acquired the established local and national customer rela-
tionships of SPA. The value of these relationships was determined based
on the present value of estimated future cash flows and an analysis of
historical attrition rates. A value of $200,000 was assigned to the relatian-
ships with local customers and a vatue of $60,000 was assigned fo the
relationships with national customers.

° Donnelley also acquired certain trade names historically used in the SPA
directory business. A value of $30,000 was assigned to the acquired trade
names based on the “refief from royalty” method, which values the trade
names based on the estimated amount that a company would have to pay
in an arms length transaction to use these trade names.

9 Represents adjustment to increase those costs incurred for directories that
will publish after the acquisition date to their fair value.

¢ These adjustments reverse SPA's pre-acquisition deferred revenue liability,
deferred directory costs for directories published prior to the closing date,
deferred tax assets and goodwill, which are eliminated under purchase
accounting rules.

f Represents the excess of the purchase price over the estimated fair value
of net assets acquired.

5 Represents borrowings under a new $1.525,000 senior secured credit
facility and the issuance of $325,000 of senior notes and $600,000 of
senior subordinated notes. The senior secured credit facility consists of a
$500,000 tranche A term 1oan, a $300,000 tranche B term loan and a
$125,000 revolving credit faciiity. Qutstanding borrowings as of the closing
of the SPA acquisition were $2,335,000. This included $21,245 of
Donnelley's existing senior subordinated notes, which were not repur-
chased in the tender offer. Donnelley received net proceeds of $2,240.813.
Total financing costs associated with these borrowings were approximately
$72,942,

On January 3, 2003, Donnelley borrowed $488,755 under the tranche A
term foan and received the proceeds of $1,825,000 from the $300,000
tranche B term loan, $325,000 of senior notes and $600,000 of senior sub-
ordinated notes that were held in escrow at December 31, 2002 and
recorded on Donnelley’s historical balance sheet. The pro forma balance
sheet adjustment represents the additional borrowing under the tranche A
term loan that actually occurred on January 3, 2003.

Under certain circumstances, the interest rate payable under certain
borrowings may increase up to an additional 1% per annum until certain
conditions are satisfied.

® On Noverber 25, 2002, investment partnerships affiliated with The
Goldman Sachs Group, Inc. (collectively, the "GS Funds”) invested an initial
$70,000 of their $200,000 commitment through the purchase of Donnelley
redeemable convertible cumulative preferred stock (“Preferred Stock”)
and warrants to purchase 577,500 shares of Donnelley common stock. The
$70,000 investment was made earlier than anticipated in order to facilitate
the cure of a technical default under the indenture governing Donnelley’s
existing 9 1/8% Senior Subordinated Notes. The technical default resulted
from the inadvertent failure by Donnelley to cause certain subsidiaries to be
added as guarantors to such indenture in 2000. The net proceeds of
$69,300 were used 1o offset certain restricted payments that were made by
Donnelley in 2000 and 2001. The Preferred Stock is convertible at a price
of $24.05 and earns a cumulative dividend of 8%, compounded quarterly,
which we may pay in cash or allow to accrue, at our option. The warrants to
purchase 577,500 shares of common stock have an exercise price of
$26.28 per share, which was equal to the prior 30-day average of the com-
mon stock price. On January 3, 2003, the GS Funds invested the remaining
$130,000 through the purchase of Preferred Stock and warrants to pur-
chase 1,072,500 shares of Donnelley common stock. These warrants have
an exercise price per share of $28.62, which was equal to the 30-day aver-
age of the common stock price prior to closing. These warrants to pur-
chase an aggregate of 1,650,000 shares of common stock are exercisable
at any time after the date of issuance and expire on January 3, 2008.

The net proceeds from the issuance of Preferred Stock were allocated

to the Preferred Stock and warrants based on their relative fair value, which
was determined by a third party valuation. The fair value of the Preferred
Stock was based on a dividend discount model (using market-based

rates on comparable financial instruments). The fair value of the warrants
($12.18) was determined using the Black-Scholes mode! with the

following assumptions:

Dividend yield 0%
Expected volatility 35%
Risk-free interest rate 3.1%

Expected holding period 5 years
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Because the fair market value of the underlying common stock on the
date of issuance ($29.92 at November 25, 2002 and $28.96 at January 3,
2003) was greater than the conversion price, the Preferred Stock included
a beneficial conversion feature (“BCF"). The BCF is a function of the
conversion price of the Preferred Stock, the fair value of the warrants and
the fair market value of the underlying commaon stock on the date of
issuance. The BCF is recorded as a reduction to the carrying value of the
Preferred Stock and as additional paid in capital. The allocation of net
proceeds from the issuance of Preferred Stock has been reflected in the
pro forma statements as follows:

Preferred Stock $118,852
Additional paid in capital 62,374
Warrants outstanding 13,758
Net proceeds $ 194,984

The $143,554 balance of Preferred Stock on the pro forma balance sheet
includes the initial allocation of $118,852 shown above plus (i) a stated
dividend of $544 (from November 25, 2002 through December 31, 2002)
and (i) $24,158 of the total BCF shown above reflected in the historical
balance sheet of Donnelley with respect to the Preferred Stock issued

in November 2002. The Preferred Stock had a liquidation value (including
accrued dividends) of $200,604 immediately after the closing of the

SPA acquisition.

At the closing of the SPA acquisition, Donnelley repaid $114,250 outstand-
ing under its existing credit tacility, repurchased $128,755 aggregate

principal amount of its existing notes pursuant to a tender offer and exit
cansent solicitation and paid accrued interest of $1,161. In connection
with this repayment of existing debt, unamortized deferred financing costs
of $2,394 related to the repaid debt were written off. This write-off is non-
recurring and has been reflected as an adjustment to retained earnings on
the pro forma balance sheet as of December 31, 2002,

8 Under the terms of the stock purchase agreement, Donnelley paid
$14,000 at the closing to Sprint in settlement of all amounts owed to Sprint
by Donnelley and by SPA related to the CenDon relationship.

° Adjustment to eliminate (i) SPA's historical common stock, additional paid
in capital and retained earnings and (i) the effect on shareholders’ equity
from the pre-acquisition adjustments.

'® Donneliey historical amounts include $12,934 of capitalized transaction
costs paid prior to December 31, 2002. This adjustment reclasses (i)
$11,112 to deferred financing costs and is included in the total deferred
financing costs of $72,842 and (ii) $1,822 to goodwill, which is included
in total goodwill of $74,460.

" Cash of $1,931,256 pald at acquisition closing represents:
@ Proceeds of $488,755 from borrowings under the tranche A
term loan;
m Net proceeds of $126,739 from the issuance of $130,000 of
Preferred Stock; and
m Payment of $2,546,750 to purchase the common stock of SPA,
repay existing debt and pay transaction costs.

Donneliey Pro Forma Combined Income Statement {Unaudited)

For the year ended December 31, 2002

Conforming
Donnelley SPA and Elimination Acquisition
(in thousands, except per share data) Historical Historical Adjustments Adjustments Pro Forma
Net revenues $ 73,806 $ 545,604 $(49,7472  § - $ 569,663
Expenses
Operating expenses 46,421 202,481 26,521" 8,300°
(44,728)* 238,995
General & administrative expenses 16,432 50,663 (28,521)" - 40,574
Depreciation and amortization 6,249 8,604 - 49,833 * 64,686
Restructuring and special (benefit) charge (6,405) 180 - - (6,225)
investment impairment charge 2,000 - - - 2,000
Total expenses 64,697 261,928 (44,728) 58,133 340,030
Partnership and joint venture income 136,873 - (17,703)"
(2,024)2 - 117,146
Operating income 145,982 283,676 (24,746) (58,133) 346,779
Interest expense (35,499) (1,875) - (144,776)° (182,150)
interest income 1,951 - - - 1,951
Priority distribution - (17,703) 17,703" - -
Other income, net (451) 1,523 - - 1,072
Minority interest - 282 (282)2 - -
Income before taxes 111,983 265,903 (7,325) (202,909) 167,652
Provision for income taxes 44,806 103,763 (2,930)°¢ (81,163)° 64,476
Net income 67,177 162,140 (4,395) (121,746) 103,176
8% cumulative dividend on Preferred Stock (544) - - 5447
Deemed dividend on Preferred Stock (24,158) - - (54,702)7 (78,860)
Net income available to common shareholders $ 42,475 $ 162,140 $ (4,395) $ (175,904) $ 24,316
Earnings per share (EPS)
Basic $ 1.42 $ 0.63°
Diluted 1.40 0.63°
Shares used in computing EPS
Basic 29,643 29,643°
Diluted 30,298 29,6438




' SPA reported bad debt expense as part of general and administrative
expenses, whereas Donnelley reports bad debt expense as operating
expense. Accordingly, to conform to Donnelley's historical financial state-
ments, SPA's bad debt expense of $26,521 for the year ended December
31, 2002 has been reclassified.

In addition, SPA reported CenDon priority distribution expense as a
separate line item below operating income, whereas Donnelley reported
CenDon priority distribution income as part of partngrship and joint venture
incorme above operating income. Accordingly, to conform to Donnelley’s
historical financial statements, SPA's priority distribution expense of
$17,703 for the year ended December 31, 2002 has been reclassified to
partnership and joint venture income.

These adjustments eliminate all revenue and expense amounts from
transactions between SPA and Donnelley as these transactions would have
been intercompany transactions.

This adjustment represents additional operating expense from the fair
value adjustment to costs incurred on unpublished directories {see note 4d
to the pro forma balance sheet). The fair market value adjustment of $8,300
will be recognized under the deferral and amortization method when the
related directories publish.

This adjustment reflects additional depreciation and amortization expense
from the amortization of acquired identifiable intangible assets over

their estimated useful lives. See note 4 to the pro forma balance sheet for
a description of identifiable intangible assets. The Directory Services
Agreements and acquired trade names are being amortized on a straight-
line basis over 50 years and 30 years, respectively. The local customer
relationships and national customer relationships are being amortized
under an accelerated method that recognizes the value derived from
customer relationships is greater in the earlier years and steadily declines
over time.

Under FAS 142, "Goodwill and Other intangible Assets,” goodwill is

no longer amortized. However, the carrying value is subject to annual
impairment testing.

The final allocation of the purchase price will be determined based on
Donnelley's completion of a comprehensive analysis and evaluation of the
fair value of assets acquired and liabilities assumed. The results of this
comprehensive analysis and evaluation may result in materially different fair
values assigned to the assets acquired and liabilities assumed, including
identifiable intangible assets and their respective useful lives.

The pro forma interest expense adjustment for the year ended
December 31, 2002 was as follows:

Interest expense on borrowings $ 168,712
Amortization of deferred financing costs 9,893
Total interest expense 178,605
Eliminate historical interest on existing debt (33,829)
Net interest expense adjustment $ 144,776

Deferred financing costs related to these borrowings are amortized over
the term of the associated arrangement. The pro forma statements reflect
the actual results of the tender offer and exit consent solicitation and
repayment of existing indebtedness at January 1, 2002. Accordingly, histor-
ical interest expense has been eliminated in the pro forma statements.

Assuming a 1/8% increase in the interest rate associated with the variable
portion of the debt, pro forma net income would have been reduced by
$1,042 for the year ended December 31, 2002.

The new senior secured credit facility requires that, within a specified

period after the closing of the SPA acquisition, Donnelley enter into hedge
agreements to provide either a fixed interest rate or interest rate protection
for a specified portion of the aggregate principal amount of the term loans.

Donneliey is currently reviewing various hedging alternatives but has

not yet executed any agreements. However, based on current negotiations,
Donnelley estimates that the cost of these hedging arrangements will be
approximately $5,000 to $6,000. This estimate of the potential impact

on interest expense from the hedge agreements has not been included in
the pro forma statements.

& Represents the income tax effect of the pro forma adjustments, using a
statutory tax rate of 40%.

7 Represents the dividend on the Preferred Stock. The pro forma Preferred
Stock dividend for the year ended December 31, 2002 was $78,860.
This was comprised of the stated 8% dividend of $16,486 and a deemed
dividend of $62,374 related to a beneficial conversion feature from the
issuance of Preferred Stock (of which $24,158 was reflected in Donnelley's
historical financial statements). The pro forma amount of the BCF is recog-
nized as a deemed dividend in 2002 as the Preferred Stock was convert-
ible into common stock immediately after issuance. See footnote 6 to
the pro forma balance sheet as of December 31, 2002.

® The Preferred Stock is entitled to participate in any dividend declared to
common stockholders and would receive the same dividend per share
as the common stockhoiders on an as-converted basis. Due lo this partici-
pation feature, earnings per share, or EPS, are computed under the two-
class method. The two-class method is an earnings allocation formula that
calculates basic EPS for common stockholders and preferred stockholders
on an as-converted basis.

The calculation of pro forma basic EPS for common stockholders under the
two-class method for the year ended December 31, 2002 is shown below.
Basic EPS for preferred stockholders are not required to be disclosed.

Net income available
to common stockholders $ 24,316
Amount allocable to common shares'’ 77%

Rights to undistributed earnings 18,723
Weighted average common

shares outstanding 29,643
Basic EPS 3 0.63

! The amount of shares allocable to common shares is based on
weighted average common shares outstanding of 29,643 and the weighted
average equivalent common shares of 8,659 assuming the Preferred Stock
was converted as follows: 29,643 / (29,643 + 8,659)

For the year ended December 31, 2002, the calculation of
pro forma diluted EPS is anti-dilutive; therefore, diluted EPS
equats basic EPS.
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Exhibit Number Description

2.1 Stock Purchase Agreement, dated as of September 21, 2002, by and among R.H. Donnelley Corporation,
Sprint Corporation and Cente! Directories LLC (incorporated by reference to Exhibit 2.1 to the Form 8-K
of the Company, filed on October 1, 2002, Commission File No. 1-07155). The registrant agrees to furnish
supplementally a copy of any omitted schedules 1o the Commission upon request,

2.2 Supplemental Agreement, dated as of December 31, 2002, by and among R.H. Donnelley Corporation,
Sprint Corporation and Centel Directories LLC (incorporated by reference to Exhibit 2.2 to the Form 8-K
of the Company, filed on January 15, 2003, Commission File No. 1-07155). The registrant agrees to furnish
supplementally a copy of any omitted schedules to the Commission upon request.




Signatures

Pursuant to the requirements of the Securities Exchange Act of 1834, the registrant has duly
caused this report to be signed on its behalf by the undersigned hereunto duly authorized.

R.H. Donnelley Corporation

By: s/ Robert J. Bush

Name: Robert J. Bush
Titte:  Vice President and General Counsel

Date: March 19, 2003

R.H. Donnelley Inc.

By: /s/ Robert J. Bush

Name: Robert J. Bush
Title:  Vice President and General Counsel

Date:  March 19, 2003
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